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PREFACE 


This volume discusses the railway business primarily from 
the standpoint of the consumer of railway freight service—the 
shipper. It gives careful consideration also to the relation 
between the railway and the public. 

The aim is to present a practical discussion of those mat- 
ters pertaining to the railway business which particularly 

concern shippers and traffic men while keeping in mind also 
the interests of the investor on the one hand and on the other 
hand those of the thoughtful citizen who desires a right rela- 
tion between carrier, shipper, and the general public. 

The first section of the volume is given to a general de- 
jscription and analysis of the railway business. After a brief 
presentation of the importance of transportation and the 
nature of the railway machine, chapters on the internal organi- 
‘zation of a railway, on railway accounts, and on statistics, 
‘supply a foundation for an understanding of railway operation 
and traffic problems. They are followed, in the second section, 
iby an extensive discussion of railway geography, and a de- 
scription of the operating and traffic conditions which affect 
the various geographical groups of carriers. 

The treatment of railway rates, which is in two parts, 
fills the third and fourth sections. There is, first, a statement 
of the principles of rate making and a discussion of the 
demand for and supply of transportation as affecting the value 
of the transportation service. This is followed by a description 
of rate making in practice which takes up the classification of 
commodities for rate-making purposes and the rate structures 
which have been built up in representative rate territories, A 
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The fifth section deals with various traffic matters, such 
as the shipping of freight, reconsignment, demurrage, freight 
claims, and the terminal problem. 

The final section of the volume, dealing saith railway regu- 
lation, considers the present-day relations between railways 
and the government. In these chapters the great issues of rail- 
way consolidation and of railway labor are taken up. The dis- 
cussion ends with an appraisal of government ownership, 
considered as a program proposed for adoption by such a 
government as the United States. 

By solving the problems in the appendix, the student will 
be led to form business judgments similar to those required in 
practical dealings with the railway business. 

As the subject of railway transportation is so extensive 
and many-sided, it has been necessary to hold rigidly to certain 
limitations to make room for adequate treatment of those prob- 
lems in traffic, rates, and present-day government policy, which 
particularly concern those who have or plan to have business 
dealings with railways. 

It is believed that the approach here taken has definite 
advantages, particularly for students in universities or else- 
where whose personal acquaintance with the railway business 
is but slight. By steering a middle course between the purely 
theoretical treatise and the merely descriptive works on traffic 
and rates, it is believed that the study of transportation may 
be rendered at the same time more interesting and of more 
practical value. Greater knowledge of railway operating and 
traffic problems and the business aspects of railway transpor-— 
tation, should lead to a truer appreciation of transportation 
economics and keener interest in railway history. Fuller 
appreciation of the relation of railways to industry and trade 
should bring, on the one hand, a better utilization of railway 
facilities ; on the other hand, a more intelligent attitude toward | 
railway problems affecting the public. 


PREFACE Wy 


It seems reasonable to say that before one attempts to 
decide how railways should be regulated, one must have a 
knowledge of the economics of their operation and the prob- 
lems which confront them. The railway business is one of the 
largest and most important businesses in the country. Unfor- 
tunately, the conditions of its organization and operation are 
far too little known to the public. 

Moreover, it has come to be so entangled in political con- 
troversy that many people have lost sight of the fact that it 
is a business, subject to economic laws. If the American 
people want to have railways constructed and operated in 
such a way as to insure a supply of transportation service 
when and where it is needed, rates must be so made on each 
class of traffic that the expense of transportation will be de- 
frayed from revenue with something left over for interest 
on the investment and profit for the business enterprise of 
the carrier. If railways are constructed on the basis of 
political pressure, or if rates are made to “aid” different 
classes or various sections of the country, economic considera- 
tions are abandoned and railroading ceases to be a business. 


Lewis H. Haney 


New York City, 
March 1, 1924. 
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Part I—Organization and Functions of a 
Railway 


CHAPTER I 


NATURE AND IMPORTANCE OF RAILWAY 
TRANSPORTATION 


“Transportation” Defined.—Transportation means the reg- 
ular movement of goods or persons from one point to another 
by some system of conveyance operating on a large scale. 
This movement of goods or persons is conducted in such a 
way as to increase the utility of things by carrying them to 
places where they are wanted more than at the point of origin. 
Usually, transportation is carried on for the purpose of making 
a gain. This means that it is usually a business operation. In 
any case, the means of transportation, such as railways 
and steamship lines, are a part of the great machinery of pro- 
duction by which both the wealth and the welfare of the world 
are increased. 

It is, perhaps, not obvious why “transportation” should be 
limited to the regular movement of things on a large scale. A 
moment’s thought, however, will show that the term has come 
to apply to the more highly organized processes of the present 
industrial world, and just as ‘manufacture’ no longer means 
making things by hand, so transportation no longer means car- 
riage by pack animal or any irregular or unsystematic move- 
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ment. The transportation agencies which invite our study 
hold themselves out to carry goods or persons at regular inter- 
vals and in such quantities or numbers as may be offered. 


Supply and Demand Aspects.—Transportation has two 
sides: first, the performance, or act of carriage; second, the 
service. The former is the supply side of transportation. It 
is concerned with the expenditure of energy, with mechanical 
devices, and with cost. Its problems are technical. The service, 
however, is primarily an economic or social matter. It is the 
basis of demand for transportation; the service is what is 
wanted by the shipper and the passenger. It is what is bought 
and sold, as “ton-miles” or “passenger-miles.’’’ Engineering 
and management deal chiefly with performance; traffic and 
rate policies are concerned with service. The two aspects, 
however, are interrelated, much as are supply and demand. 


Factors in Transportation Efficiency.—Perhaps all limita- 
tions on human life can be reduced to terms of space and time. 
It is distance and the relentless passage of minutes, hours, or 
days, which prevent us from achieving our desires. Trans- 
portation agencies are one of the most important means of 
overcoming these limitations, and the railway and the steam- 
ship both “annihilate distance” and save time. 

The tests of railway efficiency can best be put in terms of 
the foregoing accomplishments. The primary purpose in 
building railways is to overcome distance, and if we could 
leave out time, the amount of transportation would be a mere 
question of miles. But in addition to mileage, we have to con- 
sider the speed and the quality of transportation, to say nothing 
of economy. In reality, the quantity of transportation pro- 
duced depends largely on the rate of speed, that is, on a com- 
bination of distance and time. It is said that increasing by: one 


1 For definition of these terms see page 53 and in Glossary. 
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mile the distance traveled by each freight-car per day would 
be equivalent to adding 100,000 cars to the nation’s equipment. 
But no matter how fast or how far the haul, there could be 
_no final test of efficiency without taking into consideration the 
’ quality of the service and the economy of the performance. 
Quality has to do with convenience and security; while econ- 
omy concerns the relation of the cost to the utility gained. 
Other tests of railway efficiency lie in the regularity and the 
continuity of the service. Thus, we conclude that, in the most 
ultimate and simple terms, there are five factors in transporta- 
tion efficiency: (1) distance overcome, (2) speed, (3) regu- 
larity, (4) quality, (5) economy. 


General Advantages of Transportation.—Obviously, the 
two great general advantages of improved transportation are 
a reduction in the energy required for conveyance and in the 
time elapsing between the point of origin and the point of 
destination. These things, for example, make possible the 
wider use of perishable commodities, such as fruits and milk, 
and allow a closer and more continuous contact among widely 
separated communities. The first of these general advantages 
has to do with what economists call “‘place utility,” for it is by 
reducing the cost of hauling that the expense of the commodity 
delivered to the destination point is brought down to the level 
of the pocketbook of the prospective consumer. This makes it 
possible for the commodity to gain utility by changing place. 
The other general advantage results in “time utility,” inas- 
much as the availability of goods when they are wanted greatly 
increases their utility. 


Special Advantages.—But aside from these broader aspects 
of transportation advantage, a large number of more special 
advantages might be pointed out. Among the more important 
of these are the following: 
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Improved transportation has developed broader markets, 
leading to the diversification of wants and satisfactions. Raw 
materials are assembled from the ends of the earth and finished 
products are as widely distributed, both by means of improved 
transportation. In fact, the railway and the steamship line 
are the instruments of exchange and are in that sense similar 
to money. It will be remembered that Adam Smith likened 
money to a great way through the air which facilitates ex- 
change by eliminating friction. Similarly, we can say that the ~ 
great ways of transportation, by reducing the friction of con- 
veyance, facilitate exchange. Both money and railways are 
instruments which facilitate marketing. 

By transportation, division of labor is increased. This ap- 
plies both to occupational division of labor, which brings 
specialization in trades and professions, and to territorial di- 
vision, with its localization of industries at most economical 
points. When men can count on regular supplies of necessities 
made by others, and can, by the same token, secure a continu- 
ous movement for their own products, they can then specialize. 
It is by means of extensive transportation improvements, both 
by rail and water, that the great steel industry of the Pitts- 
burgh district can assemble the supplies of coal, ore, and lime- 
stone, secure its food supplies from the West, and at the.same 
time deliver its products the world over. Thus transporta- 
tion facilitates localization. 

Transportation has an important effect on the distribution 
of wealth. It affects the sharing of wealth among the classes 
known as laborers, capitalists, and land owners. By reducing 
congestion in cities and giving labor more power to move about 
in search of better employment, transportation tends to main- 
tain a higher level of money wages; while at the same time, it 
tends to keep down the cost of food and other necessaries, thus 
raising “real wages.” Many railways maintain immigration 
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bureaus which are effective in mobilizing labor and transfer- 
ring it to the more sparsely settled regions. 

In much the same way, transportation development tends to 
equalize land rents, for it reduces the disadvantage of location 
of remote places and decreases the strategic dominance of the 
more central locations. A new railway raises the value of ad- 
jacent farm land, while, by opening up suburbs to com- 
muters, city rents are reduced. No doubt, interest rates are 
equalized in a similar manner. In short, by making labor and 
capital more mobile and by making agricultural development 
more uniform,” development of transportation tends to prevent 
both local congestion and overproduction, and local under- 
development and scarcity. This tendency helps to secure a 
maximum production as well as a more equitable distribution 
of wealth. 


Social Effect—The broader social and political effects of 
improved transportation should also be noted. Notable among 
these is the relation of transportation to that concentration of 
population in cities which is so striking a phenomenon in pres- 
ent-day life. Transportation both makes this possible and alle- 
viates the hardships which result from it. It is said that the 
produce of 50 acres of land is required to support one man 
living in a city. If this be true, a city having a population of 
5,000,000, of which 2,000,000 were adults, would require the 
service of 100,000,000 acres. Greater New York, together 
with Jersey City, Hoboken, and Bayonne, had in 1920 a pop- 
ulation of over 6,103,000, which enormous aggregation could 
only be fed and clothed through the continuous operation of a 
vast network of railways and waterways. At the same time, 
the population of this congested area is as widely diffused as 
possible by means of electric and steam lines. Each week-day 


2Equalizing intensity of cultivation and keeping up the margin of cultivation. 
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morning in the year over 300,000 “commuters,” mostly adults, 
pour into Greater New York from within a radius of approxi- 
mately 50 miles from the center of Manhattan; and each even- 
ing they return to their homes in the country and small towns 
from which they came. 

The effect of rapid and continuous transportation upon 
social intercourse within a country is vital. It helps to produce 
social solidarity and a uniformity in customs which is very 
different from the localism of earlier days. 


Political Effects——Politically, transportation is all-impor 
tant. In the first place, it makes possible the effective internal 
policing of a nation, enabling the government to intervene and . 
quell local disturbances or safeguard local property rights. In 
the second place, it is a vital adjunct in external defense, being 
an essential to military strategy and to the effective function- 
ing of commissary and hospital operations. One only has to 
recall the effectiveness of the German transportation service 
and the weakness of the Russian in the World War to appre- 
ciate the full force of this point. It was largely this realiza- 
tion that led to the temporary nationalization of the railways 
‘n'the United States. In the third place, the political impor- 
tance of effective intercommunication among sections of a 
country should be remembered. The history of the United 
States furnishes many illustrations of this, among which may 
be mentioned the service of the earlier roads and canals in pre- 
venting the growth of a separate nation west of the Alle= 
ghenies, and later on, the effectiveness of the Pacific railways 
in binding the Pacific Coast section to the nation. ‘Transpor- 
tation has played a vital part in determining national soli- 
darity in many nations and times. 


Transportation as a Public Utility——It is interesting to 
reflect that transportation, and notably the railway, aids both 
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differentiation and integration. On the one hand, it makes 
possible division of labor and local specialization, while on the 
other hand it binds together the various divisions and localities 
through a system of exchange and informal cooperation. 

Such being the case, it is little wonder that the agencies of 
transportation have come to be thought of as “public utilities” 
and are commonly recognized to have a peculiar public im- 
portance. The great German economist, Adolph Wagner, 
somewhere says concerning transportation: “It has a signifi- 
cance for all human life far beyond material economic consider- 
ations, embracing migration and settlement, spiritual and mate- 
rial culture, and so is a condition of universal importance as a 
real fundamental for the existence and development of civil- 
ized society.” And again, President Hadley, in his work on 
Transportation, says: “No one symptom in business or in poli- 
tics marks the direction of national activity so clearly as does 
the way in which the transportation system is organized and 
controlled.”’ 


Size of Railway Industry.—Railway transportation is the 
greatest single industry in the United States, excepting only 
agriculture. This can be demonstrated on almost any basis 
of comparison. What other industry has 2,000,000 em- 
ployees? What other industry has an investment of over 
$18,000,000,000 ? 

A few facts concerning the magnitude of the railway sys- 
tem of the country will serve to emphasize the importance of 
the subject. In 1920 there were 252,844 miles of railway line 
owned in the United States. The net capitalization “(stocks 
and funded debt) of all railway properties was $18,086,000,- 
000. The gross revenue from the operation of the combined 
railways of the country in 1920 was over $6,300,000,000. 
For this sum of money the railways transported 2,205,000,000 
- tons of freight, an average haul of 181 miles, and 1,253,000,- 
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OOO passengers, an average of 38 miles. In addition, mail 
and express services were rendered. The total receipts for this 
Herculean performance represented an average per capita pay- 
ment for the country of approximately $59. Of this payment 
$41 went for freight service and $12 for passenger fares. On 
account of the higher rates which existed in 1920 these figures 
are greater than now obtain. But they illustrate fairly the 
stake that each individual has in the transportation system of 
the country. 


Viewing Railways from Different Standpoints—lInstru- 
ment of Production.—If the foregoing pages have served to give 
a fair idea of the general nature of transportation, it is now 
time to examine more carefully that particular kind of trans- 
portation with which this book is concerned. 

A railway is an instrument for handling and transporting 
freight and passengers by land, the primary feature of which 
is the operation of vehicles which run upon heavy steel bars, 
called rails. This instrument of transportation is a very large 
and complicated mechanism, which has so many aspects that 
no two people are apt to consider it from exactly the same point 
of view. 

The railway may be considered as an economic instrument 
of production, just as a factory plant or a farm and its equip- 
ment. From this point of view the railway would be ana- 
lyzed into such component parts as land, labor, capital, and 
business enterprise. The most obvious part of the land factor is 
the “right-of-way” on ‘which the tracks extend, but there is also 
the very valuable and important land occupied by stations and 
office buildings, and some roads also own large tracts of 
mineral and forest lands. The great army of laborers em- 
ployed by the railways, such as train men, maintenance of 
way and shop men, clerks and telegraphers, constitute a large 
part of the railway problem, and the compensation of the em- 
ployees makes up approximately 60% of the total Operating 
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expenses. The capital factor is found in the shape of track, 
_ rolling stock, buildings, and other items of plant and equipment. 

The board of directors, representing the stockholders, supply 
the business enterprise. So regarded, the railway is merely a 
type of productive mechanism, similar to any large manufac- 
turing establishment. 


Railways as a Source of Private Gain.—In the second place, 
we may look upon the railway as a means of private gain by 
which business men are enabled to make profit by selling trans- 
portation service at a higher price than they pay for labor, 
materials, and supplies required for the production of that 
service. Problems of business technique would be considered 
from this point of view in which the traffic or sales depart- 
ment of the railway would play a large part. 


Form of Business Organization—From a third point of 
view, the railway may be regarded as a form of business or- 
ganization. So regarded, the corporate form is emphasized, 
and back of that form we see the body of investors who are 
interested in the earning capacity and the dividends and bond 
interest of the railway company. Or from the same point of 
view, we may consider the business organization as a matter 
of management, in which case we shall see the operating prob- 
lem of moving trains, and the traffic problem of the freight 
and passenger service. As a form of business organization, 
also, a railway has its problems of departmentalization and 
the coordination of its various operations. Some roads give 
their division superintendents complete control, while others 
place parts of the operations of a division under the supervi- 
sion of more highly specialized superintendents. In any case, 
from president, through general manager, to conductors and 
section bosses, the lines of authority and communication must 
be kept open and effective. 

An engineer would regard a railway as a technical mechan- 
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ism and would be concerned with its physical properties and 
operations. 


Railways as Citizens.—Finally, a railway may be regarded 
as acitizen. Each railway has its problem of maintaining right 
relations with the public and with the government which repre- 
sents the public. It must conform to the regulations imposed 
by the government, and it must pay taxes. 


Description of a Railway from Technical Standpoint.— 
For the purposes of this introductory chapter, the technical 
point of view may best be chosen for the basis of a brief de- 
scription of a railway. Indeed, the kind and amount of capi- 
tal are closely connected with the form of plant and equip- 
ment, and even the departments of the business organization 
must conform to the technical structure. 

A railway is not a train nor a track nor a freight-house; it 
is all these things and much more. A glance at the items of 
railway expenses as set forth in one of the reports of the Inter- 
state Commerce Commission is most illuminating. Follow- 
ing is a partial list of these expenses : 


ParTIAL List oF RAILWAY OPERATING EXPENSES 


I. MAINTENANCE OF Way AND Roadway buildings 
STRUCTURES: | Water stations 
Roadway maintenance Fuel stations 


Tunnels and subways 

Bridges, trestles, and cul- 
verts 

Elevated structures 

Ties 

Rails 

Other track material 

Ballast 

Track laying and surfacing 

Right-of-way fences 

Snow and sand fences and 
snow sheds 

Crossings and signs 

Station and office buildings 


Shops and engine-houses 

Grain elevators 

Storage warehouses 

Wharves and docks 

Coal and ore wharves 

Gas-producing plants 

Telegraph and _ telephone 
lines 

Signals and interlockers 

Power plant dams, canals, 
and pipe lines 

Power plant buildings 

Power substation buildings 
—depreciation 
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Power line poles and fix- 
tures 
Underground conduits 
Paving 
Roadway chines 
s and supplies 
Removing snow, ice, and 
sand 
Injuries to persons 
Insurance 


II. MaInteENANCE oF EguiP- 
MENT: 


Shop machinery 

Steam locomotives — re- 
pairs 

Other locomotives—repairs 


IV. TRANSPoRTATION—RAIL LINE: 


Dispatching trains 

Station employees 

Weighing, inspection, and 
demurrage bureaus 

Coal and ore wharves 

Yardmasters and yard 
clerks 

Engine-house expenses— 
yard 

Train enginemen 

Train power produced 

Operating sleeping-cars 

Crossing protection 

Drawbridge operation 

Telegraph and _ telephone 
operation 


; : : Express service 
Freight-train cars—repairs P 


Passenger-train cars—re- V. TRANSPORTATION —,.W ATER 


pairs : LINE: 
Motor equipment of cars— Oasralonie aeactls 
popes : Operation of terminals 
Floating  equipment—re- 
pane VI. MiscELLANEOUS OPERATIONS: 


Work equipment—repairs Dining and buffet service 


Hotels and restaurants 


III. TraFric: Stockyards 
Advertising 
Traffic associations VII. GENERAL: 
Fast freight lines Law expenses 
Industrial and immigration Relief department expenses 


bureaus Pensions 


Three Factors in the Route—Grade.—First and foremost, 
the transportation agency which concerns us is a rail-road. 
This word really consists of two parts, standing for distinct 
ideas, and from the most general point of view, the railway 
is above all a road. But roads differ widely from one another, 
their value depending upon the route taken by them and the 
character of their roadbeds. The rowte of a railway is of 
fundamental importance as it affects both operating expenses 
and earnings. The three chief factors in the route are: (1) 
profile, or grades; (2) curves; (3) distance. 

The most important of these factors are the grades. The 
existence of steep grades may require the operation of an ex- 
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pensive “pusher” service. It is well known that the great 
advantage held by the New York Central railway company in 
its competition with other trunk lines (running from North 
Atlantic Seaboard to the Middle. West) is the virtual absence 
of grades, due to the fact that it follows the valleys of the 
Hudson and Mohawk rivers from New York City to Buffalo. 
The steepest grade on a railway is called its “ruling” grade, 
while the various ups and downs are spoken of as “rise and 
fall.’ The ruling grade generally determines the size of the 
maximum trainload that can be hauled over the division on 
which it occurs, and often acts as a sort of bottle neck limiting 
the capacity of the whole system. The amount of rise and 
fall, on the other hand, exercises a more general effect on oper- 
ating expenses and limits train speed. The importance of 
grades often varies with the direction of the heavy traffic, and 
when the down-grade lies in the same direction as the pre- 
dominant traffic, as is the case with certain bituminous coal 
roads, gravity helps pull the load and efficient results are 
secured. 


Curvature of Route——The next most important factor in 
the route is its curvature. Curves in a railway line limit speed 
and trainload, increase wear and tear, and tend to increase 
accidents. These effects are especially in evidence if the curves 
occur on grades, as then the friction of the curve combines 
‘vith the pull of gravity to resist the progress of the train. 
Curves restrict trainload and speed chiefly because in round- 
ing them the wheels of the cars are forced and held in sharp 
contact with the rails, the great friction being evidenced by 
the shrill singing of the steel—a sound with which all are 


familiar. By the same token, derailments are especially apt 
to occur on curves. 


Distance of Route.—Distance is not ordinarily so impor- 
tant as either grades or curves, for once on wheels, a few 
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miles more or less have but little effect on transportation 
expenses. Of course, this idea may be overworked, and it 
must not be taken to justify freight rates made without regard 
to distance. But within limits it is true. A good illustration 
of what is meant is furnished by a comparison of the Balti- 
more and Ohio Railroad Company with the New York Cen- 
tral. The former has the shortest route from Chicago to the 
Atlantic Seaboard and is many miles shorter than its com- 
petitor, but the New York Central is so much more favored 
as to grades and curves that it is usually considered to have 
the more advantageous route. 


Other Factors in a Railway’s Route.—Other elements con- 
nected with the route of a railway are “cuts,” “fills,” tunnels, 
and bridges. The necessity for these works obviously depends 
upon the route taken or upon the policy of the company in 
“meeting the problems presented by the chosen route. Some- 
times the only possible course in the beginning is to build 
cheaply ; that means foregoing the cuts, fills, and tunnels which, 
if constructed, would reduce grades and operating expenses. 
Tunnels are costly at best, and in the past have often been 
outgrown, with the result that they have not sufficient width 
or overhead clearance to allow an economical development of 
traffic. The Erie Railroad, for example, long depended upon 
a tunnel at Bergen, New Jersey, which was a veritable bottle 
neck, restricting all its traffic in and out of New York City. 
In an analogous way the strength of bridges and trestles, or 
the number of tracks provided by them, limit the load and 
volume of traffic. Bridges over such rivers as the Mississippi 
and the Hudson are important in railway strategy. 


The RoadbedSo much for the route aspect of the 
“road.” The “roadbed” proper is largely a matter of width 
and ballast. The width of the bed prepared for the tracks 
varies considerably, and with this factor varies the prepared- 


14 ORGANIZATION AND FUNCTIONS Pak 


ness of a railway to multiply its tracks to accommodate grow- 
ing traffic. 

It is to be noted that as regards cuts, fills, tunnels, and 
bridges, the questions of route and roadbed overlap, and not 
infrequently the lack of width in the roadbed is due to the 
narrowness of cuts and tunnels. 

The upper part of the roadbed is ordinarily covered with 
a layer of some material which packs tightly but remains 
porous, such as crushed stone or gravel. Such a layer is called © 
“ballast” and serves several purposes, among which are the 
distribution of weight of trains over a wider bearing surface 
and the facilitation of maintenance and track leveling. 


The Railway Track.—On top of the roadbed, which is 
prepared over the length of the railway’s route, is placed the 
“track,” or tracks, which consist chiefly of ties and rails. The 
latter, the use of which gives the railway its name, are now 
pretty well standardized in this country as to cross-section and 
composition, although they vary considerably in weight. 
Practically all rails now are of steel, some roads using the 
Bessemer and others the open-hearth product. The ordinary 
range of weight is between 50 and 110 pounds per yard. But 
considerably heavier rails than this are used, and relatively 
little of the lighter weight is now laid down. | 

The rails are fastened to wooden “‘ties” which serve to keep 
them in alignment as well as to anchor them to the ballast of 
the roadbed. It is now good practice to place plates of iron 
or steel called “tie plates” between the rail and the tie, which 
lengthens the life of the tie and tends to prevent shearing of 
the spikes which fasten the rails to the ties. The tie problem 
is a very serious one for the railways, as the supply of timber 
suitable for ties has become scarcer. As a result, the railways 
have gone to great expense in providing for the “treating” of 


ties with preservatives for the purpose of lengthening their 
life. 
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The number of tracks, which is partly dependent upon the 
width of the roadbed, varies greatly among the different rail- 
ways but it may be said that as the density of traffic grows 
the tendency is towards double-tracking, while trunk lines have 
as high as six tracks over considerable distances. The mileage 
of single track, or “miles of line,” was approximately 250,000 
in 1920; the mileage of the second track—and accordingly of 
double-tracked line—was approximately 30,000. In addition, 
there were approximately 2,800 miles of third track and over 
2,009 miles of fourth and other main tracks. 

Next to the mileage of single main track, the most impor- 
tant trackage is that found in yards and sidings, which amounts 
to over 106,000 miles. It is to be borne in mind that the pass- 
ing tracks, or “sidings,” are of the utmost importance in oper- 
ating a railway, and upon their frequency and length depends 
to a large extent the volume of traffic that can be handled. 
Their number limits the number of trains that can be operated 
at a given time, and their length limits the number of cars per 
train. Much the same can be said of the “yards” at terminals. 


Rolling Stock—Locomotives.—A fter the rail-road proper, 
with its route, roadbed, and track, the second great division 
of the railway plant and equipment consists of the “rolling 
stock,” embracing various types of locomotives and cars. 

Locomotives may operate by steam or electricity, and elec- 
tric locomotives are now frequently found in use at congested 
terminals, in tunnels, or over mountains where power is cheap. 
Freight locomotives differ widely from the passenger type, 
being constructed to give greater tractive or pulling power by 
putting more weight on the drive wheels and to develop a 
maximum power at lower speed. A special type of locomotive 
is also required for switching and yard service. 

The locomotive is the motive power of the railway mechan- 
ism, and over one-third of the total operating expenses of a 
railway go to maintain this power. In 1917, which may be 
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taken as a fairly typical year, the items covering repairs, fuel, 
engine-house service, and wages of engine men for steam- 
train locomotives were 29% of total operating expenses, and 
yard locomotives required 4% additional. 

Elsewhere there will be occasion to observe that one of 
the vitally important operating conditions is the speed with 
which trains are moved over the line. Already it has been 
pointed out that grades and curves are important as limiting the 
speed of trains, and here it should be noted that the average 
speed or miles per day made by the cars of a railway are natur- 
ally dependent in part upon the quantity of locomotive trac- 
tive power available. This, in turn, depends upon the number, 
size, type, and condition of locomotives possessed. Naturally, 
individual railways differ widely in the adequacy of their 
tractive power ; but there has been a great increase in the coun- 
try as a whole as is shown by the following statement: 


adage Number of Tractive Power | Tons Carried One 
Locomotives Pounds Mile (000 omitted 
1902 41,225 839,073,000 157,289,370 
1910 58,240 1,588,894,000 255,016,910 
1920 *66,511 *2,399,157,000 *4I1,151, 191 
Increase, 18 years 61% 186% 162% 
* Estimated. 


The figures show, first, that the tractive power has in- 
creased more rapidly than the number of locomotives, which 
means that the average weight and efficiency per locomotive 
have increased; and second, that tractive power has increased 
more rapidly than traffic. The number of tons-carried-one- 
mile per unit of tractive power was less in 1920 than it was 
in the earlier years. 
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Freight- and Passenger-Cars.—Coupled with the power 
furnished by locomotives there must be the carrying capacity 
of cars. Naturally, railway cars fall into two great groups: 
freight-cars and passenger-cars. The diversity of the service 
performed by the railways and their obligations as carriers 
are indicated by the variety of their equipment. Under the 
head of freight-cars we find listed box cars, flat cars, coal-cars, 
stock-cars, tank-cars, and refrigerator-cars. The two largest 
classes are the box cars, of which there are over 1,000,000, 
and the coal-cars, numbering over 950,000. Did space permit, 
it would furnish an interesting sidelight on the railway service 
to mention the numerous types of special-service freight equip- 
ment provided by the carriers, including milk-cars, ‘poultry- 
‘cars, automobile-cars, etc. 

Under the head of passenger-cars, or better, passenger- 
service cars, come chiefly the regular passenger coaches and 
various combination passenger-cars, numbering well over 
36,000; but in addition there are baggage-cars, dining-cars, 
postal-cars, parlor-cars, sleeping-cars, emigrant-cars, and other 
types, which bring the total number up to approximately 
55,000. Of these about 27% are of steel construction. The 
seating capacity of all passenger-cars combined is estimated at 
nearly 2,300,000. 

The tendency has been toward a steady increase in the 
capacity of freight-cars, and while the average capacity in 
1902 was 28 tons, it had increased to over 41 tons in 1920. 
The freight-cars now being put into service average well up 
to 50 tons capacity. The increase in number of freight-cars 
during the last decade has been much less than in proportion 
to the increase in freight tonnage, but the increase in the 
capacity of the cars has, in large part, made up for this ap- 
parent failure. Undoubtedly, this condition tends towards 
economy in operation, for, as a rule, the proportion of “dead- 
weight” is lower when the cars are larger. 
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One of the great problems of American railways lies in the 
recurrent periods of car shortage and surplus. Railway traffic 
is highly seasonal, and in order to handle the peak of the 
load, which comes in the fall, it is necessary to provide a much 
greater car capacity than is required at other times. In any 
case, the volume of traffic varies from year to year on account 
of changing industrial conditions. Frequently, there is a car 
shortage in the month of September or October of over 
50,000, while there is a surplus in May of over 100,000; but 
in some years the shortage may be in the neighborhood of 
150,000 and the surplus may amount to over 400,000. 

As giving some idea of the importance of locomotives and 
cars as a part of the railway investment, the following figures, 
showing some prices paid for railway equipment, will be of 
interest. Of course, prices vary widely with changes in the 
general price level, but so few persons have any idea as to 
what a freight-car costs that the figures given will promote 
accuracy of thought. ; 


Prices PAip FoR EQUIPMENT 


1917 1923 
Heavy freight locomotive ........... $47,081 $53,550 
Passenger locomotive 66,200 
Passenger. Coacht. sisson sie asceieree - 28,900 
Breight-car)atc.cucccee smears 2,301 


In addition to the various kinds of cars mentioned, the 
railway requires numerous kinds of mobile equipment for con- 
structing and maintaining its plant, such as equipment for 
removing wrecks, snow-plows, weed-burners, cranes, track- 
layers, etc. 


Other Equipment.—In order to house and repair its roll- 
ing stock and to handle freight and passengers, a large invest- 
ment in buildings and fixed equipment is necessary, including 
shops, terminals, line stations, telephone and telegraph sys- 


Ch. 1] IMPORTANCE OF RAILWAY TRANSPORTATION 19 


tems, signal systems, water-tanks and wells, fences, snow- 
sheds, etc. } . 

Particularly important are the numerous items of invest- 
ment that are included under the head of “terminals.” Here 
come the various kinds of freight-yards and engine round- 
houses. To receive, store, and ship, for example, the 2,305,- 
000,000 tons of freight carried in 1920, vast depots and 
warehouses had to be constructed and maintained, with their 
attendant elevators, piers, and equipment for loading and 
unloading heavy articles. The billion passengers carried each 
year must be provided for through adequate passenger stations ; 
and the great mass of clerical, accounting, statistical, and 
administrative work involved in supplying transportation to 
‘a nation of over 105,000,000 people must be carried on in 
suitable office buildings. 

All this is to say nothing of the variety of floating equip- 
ment in the terminals of those railways which enter ports, 
where tugs, car-floats, lighters, and floating elevators play an 
important part. 


Summary.—In the foregoing, we have defined transporta- 
tion and the railway, and we have pointed out the nature and 
importance of the transportation service with especial regard 
to the railway. Incidentally, some data have been presented 
to ‘bring out the magnitude of the railway system of the 
United States. This material has been supplemented by a 
sort of outline picture of the railway system of the country, 
regarded as an operating mechanism, a picture which has been 
sketched under the following heads: 


3 Rattway LINE: (b) Roadbed: 
: Be rrcad: . (1) Ballast 
(a) Route: 2. Track: 

(1) Grades (a) Rails 
(2) Curves (b) Ties 


(3) Distance 
(4) Bridges and tunnels 
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II. Rotting Stock: 
1. Locomotives (Steam and 
electric) 
(a) Road locomotives: 
(1) Freight 
(2) Passenger 
(b) Switching locomotives 
2. Cars: 
(a) Freight service 
(b) Passenger service 
3. Other mobile equipment 


III. Termrnars, Burpincs, AND 
Fixep EQuipMENT: 
1. Yards, roundhouses 
2. Freight depots, ware- 
houses, and elevators 
. Passenger stations 
ffices 
. Floating equipment 
. Line stations 
. Telephone, telegraph, and 
signals 
Shops 
. Miscellaneous 


Cm Nonpw 


CHAPTER II 
THE INTERNAL ORGANIZATION OF A RAILWAY 


Importance of Understanding Railway Organization.— 
A railway company is a form of business organization, and, 
as such, has various relations with the public and with other 
railways, which are important. On the other hand, there are 
equally important practical matters of internal organization 
which affect the success of railway operation and the efficiency 
of railway service. It is worth while to know something of 
the internal organization of a railway. It gives to the general 
student and the citizen a better knowledge of railway functions, 
to the business man a better understanding of the problems 
of business organization in general, and to the shipper a better 
basis for dealing with the carriers, as he will more clearly 
comprehend the functions of the different officers with whom, 
he must deal. 


General Principle of Organization.—Organization is a 
condition of balance within a more or less complex body in 
which the parts are coordinated with reference to the purpose 
of the whole. There are four basic factors in any organization 
which have their especial importance in business. These are: 
(1) specialization, (2) harmony, (3) responsibility, (4) flexi- 
bility. 

Specialization becomes necessary with size or variety of 
function. When a railway covers a wide territory, has a dense 
traffic, or develops a variety of services, it becomes necessary 
to specialize by departments. For instance, one official was 
formerly generally known as “secretary and treasurer” and 
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there was no separate “purchasing agent.” Now all the great — 
systems have separate secretaries and treasurers, and the “pur- 
chasing agent’ has a distinct and important position. 

Harmony, or cooperation, becomes important in proportion 
to specialization; for, just in proportion as special departments 
are established, it is essential that these departments should 
function in harmony with one another. An illustration of how 
this works out in the railway business is found in the estab- 
lishment of the position of director of traffic, for the purpose 
of coordinating the work of the several general freight agents. 

Initiative is required on the part of each branch of the 
service in order that local problems may be met promptly and 
that subordinate officers may have a chance to develop the 
quality of leadership to a reasonable extent. 

Responsibility is the quality required to control initiative 
and it should exist in proportion to power. Unlimited initia- 
tive is impossible. 

Specialization and harmony are the static factors in organ- 
ization and mean smoothness in functioning. On the other 
hand, initiative and responsibility are dynamic factors, which, 
if but combined in proper proportion, may lead to a desirable 
flexibility of organization. Thus, if the division superin- 
tendents of a railway are given sufficient power, subject to 
control, the system has the capacity for meeting local emer- 
gencies and making adjustments to the local environment. 


Division of Railway Systems into Great Parts and “Divi- - 
sions.” When a railway “system” is very long, say in the 
neighborhood of 10,000 miles of line, and at the same time 
has a dense traffic, it is generally expedient to divide it into 
great parts, regions, or districts—sometimes called “grand 
divisions’—in order to allow closer and more specialized 
supervision. The New York Central Lines, for example, 
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embrace over 12,000 miles and are divided into two great parts, 
“Buffalo and East,” and “West of Buffalo.’”’ Each has a com- 
plete set of operating officials headed by a vice-president. The 
“Pennsylvania System, with 10,531 miles, is divided into an 
“Eastern Region” with 4,006 miles, extending west to Al- 
toona, Pa.; a “Central Region” with 3,261 miles, extending 
from Altoona to Columbus, Ohio; a “Northwestern Region” 
with 1,500 miles, extending from Columbus to Chicago; and 
a “Southwestern Region” with 1,764 miles, extending from 
Columbus to St. Louis and Louisville. Such organization 
means that a set of general managers or vice-presidents and 
other semi-general officers is interposed between the ‘‘system 
officers” who manage the whole organization and the division 
superintendents who manage the local operations on short 
stretches of line. 

All degrees of organization like that found in the Penn- 
sylvania System exist. The Southern Railway System is 
divided into “Lines East” and “Lines West.” A single vice- 
president in charge of operation supervises both of these 
great parts of the system from the Washington office, but 
there are separate general managers in immediate charge, one 
located at Charlotte, North Carolina, and the other in Cincin- 
nati, Oliio. The Union Pacific System, with 9,368 miles, 
contains a suggestion of the same organization, but in a more 
rudimentary state of development. The system consists of 
the Union Pacific Railroad Company, the Oregon Short Line, 
the Oregon-Washington Railroad and Navigation Company, 
and the Los Angeles and Salt Lake Railroad Company, each 
of which has a more or less distinct working organization but 
all of which have the same president and the same vice-pres- 
ident in charge of operation. 

Whether or not a railway is divided into “grand divisions” 
or subsidiary companies as in the foregoing cases, if it has 
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any considerable density of traffic and is over 300 miles in 
length, it is organized into territorial parts which are always 
called “divisions,” and each division has a separate set of 
division officers. On a railway of less than 300 miles the 
various heads of departments—operating, traffic, law, treasury, 
etc.,—could directly manage all details. The traffic manager, 
for example, could be vice-president in charge of traffic, gen- 
eral freight agent, and general claim agent, all in one. But for 
a larger system the administration becomes more complicated 
and a divisional organization is required. 


General Corporate Organization—IJn common with all 
business organizations, a railway must have an organization 
of ownership and direction. Bondholders and stockholders, 
as owners, must be able to secure information and exercise 
such control as is provided for in the certificate of incorpora- 
tion and by-laws; while the directors and executives must 
exercise the administrative functions in an organized way. 

All railways are corporations. This is significant as to 
their relationship with the public, as to finance, and as to 
exercise of control by owners and investors. It means that 
the railway has certain rights and obligations characteristic 
of the corporate form and that it may be compelled by the 
state to maintain its existence and perform its functions con- 
tinuously. 

The railway corporation has the usual officers, such as presi- 
dent, secretary, treasurer, chief counsel, and controller, that 
are found in all large corporations and these officers exercise 
the usual functions. We shall merely note in passing that in 
the law department of the railway many controversies arising 
from claims have to be handled and consequently special claims 
attorneys are provided for. An interstate road may have 
state attorneys on the one hand, and on the other a commerce 
counsel to deal with the Interstate Commerce Commission. 
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On account of the different branches of the service, we find 
under the controller, or general auditor, auditors of freight 
traffic, passenger traffic, dining-cars and hotel accounts, and 
-traveling auditors. 


Organization for Operation—General Officers—lIn the 
organization for operation, a railway has two departments 
concerned with transportation, which are characteristic. These 
are the operating and the traffic departments. 

At the head of the operating department, there is a general 
officer who is generally known either as “vice-president in 
charge of operation,’ or as “director of maintenance and 
operation.” He is one of a group of high executive officers, 
having the status of a vice-president and subject to the general 
policies of the board of directors as carried out by the presi- 
dent’s office. In operating matters he is generally the court of 
last resort. 

Under this vice-president, is the general manager who is in 
immediate control of operations involving maintenance of way, 
equipment, and train movement. To him report the heads of 
the various operating departments, which are: (1) the road 
department, usually in charge of a “chief engineer”; (2) the 
machinery department, usually in charge of a “superintendent 
of motive power”; and (3) the transportation department, in 
charge of the “general superintendent.” As the names indi- 
cate, the functions of these departments are, briefly, as follows: 

1. The chief engineer, in his department, has the construc- 
tion and maintenance of way and structures in charge, in- 
cluding roadbed, track, bridges, water supply, and all buildings. 
The work involves the determination of standards, plans, and 
specifications. 

2. The superintendent of motive power supervises, under 
general instructions from the general manager, the mainte- 
nance of all rolling stock, including locomotives and cars. It is 
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his function to prepare specifications for equipment and to 
operate repair shops for keeping locomotives and cars in 
working condition. On some roads the employment of 
enginemen and firemen comes under the duties of the 
machinery Gepartment. 

3. The general superintendent of transportation is respon- 
sible for the movement of passengers and freight. He takes the 
locomotives from the machinery department and the roadway 
from the road department, and utilizes them for the final act 
of transportation. This department has to do with the dis- 
tribution of cars and the organization of the station service. 
Needless to say, it is responsible for the organization of the 
train service and for the protection of the property of shippers. 
It is natural, therefore, that the adjustment of loss and damage 
claims sometimes falls to this department. Under the general 
superintendent there is sometimes a “superintendent of tele- 
graphs,” who supervises the operation of telegraphs and tele- 
phones. 


Division Officers in Operating Departments.—The fore- 
going officers may all be classed as ‘‘general,”’ inasmuch as their 
duties cover the railway as a whole. But as already stated, a 
railway of any great length must fall into divisions in order 
to provide the means of meeting effectively the different local 
problems. Accordingly, we find “division superintendents.” 
These men are the wheel horses of the railway organization, 
and under the most common form of organization each divi- 
sion superintendent is in entire charge of all operations on his 
division, which may be from 100 to 500 miles in length. The 
division superintendent in all cases reports to the general 
superintendent of transportation from whom he receives his 
orders. He is a sort of local general manager—the general 
manager of a division—and like the real general manager, he 
has under him officers representing each one of the three main 
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branches of railway operation. Reporting to the division 
superintendent, ordinarily we find the “roadmaster’” or 
“division engineer,” who has charge of maintenance of way 
‘and structures on the division; the “master mechanic,’ who is 
responsible locally for the condition of the rolling stock; and 
the “train master,’ who supervises the movement of passenger 
and freight traffic over the division. 

This brings the general operating organization down to 
the points of contact with which the public is most familiar; 
for under the train master come the station agents, the train 
dispatchers, and the yard masters on each division. The road 
master, or division engineer, has under him a track foreman, 
the master carpenter, and the signal supervisor; while the 
master mechanic oversees the engine-house and the car 
inspectors. 


Line of Authority—The general scheme of organization 
described above is somewhat idealized and subject to minor 
variations, but represents fairly closely the prevailing practice. 
In outline it is as shown in Fig. I. 

Perhaps the two most notable points about the outline are, 
first, that the threefold division of operation into road main- 
tenance, equipment maintenance, and train movement shows 
itself near the top and is clearly maintained throughout. In 
the second place, it is noticeable that the line of authority 
passes from the general manager to the superintendent of 
transportation and from him to the division superintendent, 
the tendency being to emphasize train movement. This is 
natural, as the other departments, after all, exist for the pur- 
pose of providing means by which traffic can be carried over 
the line. 


The Traffic Department—Origin and Growth.—The prim- 
ary object of the traffic department is to sell railway trans- 
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portation. The traffic department is the sales department of 
the railway. Its function is to secure orders for the service 
which the railway holds itself out to perform—for a railway, 
being a producer of services rather than of commodities, can 
work on orders only—and to that end the well-organized 
traffic department will look far into the future in seeking to 
develop the population and industries served by its road. 


OPERATING DEPARTMENT 


_ Vice-President 
in Charge of Operation 
or 


Director of Maintenance 
and Operation 


General Manager 


Chief General Superintendent 
Engineer Superintendent of Motive Power 
Division 
Superintendent 


Division Train Master M 
: laster 
Engineer Mechanic 
Road Master, or 
Track Foreman. Station Train 


Master Carpenter Agent: Dispatcher Master 
Signal Supervisor 


Fig. 1.—Typical Organization of an Operating Department 


The traffic department is relatively new as a distinct branch 
of the railway business, and its relative importance is even 
yet not realized to the full. It is especially important to glance 
for a moment at its origin and growth. 

In the early days of the railway it was the general super- 
intendent of transportation who issued tariffs and gave direc- 
tions concerning freight to the agents. The extension of the 
roads, however, and especially the resulting competition, re- 
quired a more complex organization—one more specialized to 
meet the competition for traffic. Accordingly, the office of 
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general freight agent was established, and from this office 
directions to station agents concerning their traffic duties were 
issued. That this development was made fairly early is evident 

-from the fact that as early as 1866 there was a temporary 
“Association of General Freight Agents.” 

As competition in rates became keener in the 70’s and 80’s, 
the “freight solicitor” began to exist as a subordinate of the 
general freight agent, his business being to solicit business 
from prospective shippers. As is so often the case with sales- 
men, he was inclined to cut rates in order to get business. 
When pools and rate agreements became more effective—say 
in the early 90’s—the freedom of action of the freight solicitor 
was limited, and the function of the general freight agent 

himself became more largely one of representing his road at 

conferences in which traffic and rate policies were settled. 

With the more recent consolidations there has come the 
“freight traffic manager,” or “‘director of traffic,’ who serves 
as the general policy man for the great railway system. He 
centralizes the work of the general freight agents, and studies 
freight traffic problems in their broader aspects, perhaps even 
taking up the possibility of developing traffic-yielding indus- 
tries along the line of his road. 

In the most recent years, the increasing effectiveness of 
government regulation, largely by preventing rate-cutting and 
rebates, has reduced the pressure that shippers can bring to 
bear upon the carrier and has thus considerably modified the 
function of the traffic department. Instead of dealing with 
rate wars or discriminatory advantages to industrial shippers, 
a meeting of traffic officers nowadays deals chiefly with such 
questions as the exchange of traffic among roads, the division 
of rates, and the establishment of joint rates to permit the 
movement of some commodities in greater volume or to a new 
market. 

Traffic departments may have a dynamic and highly con- 
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structive effect, as is evidenced by the fact that the southern 
fruit and vegetable business has been largely developed by the 
railways, and the connection of the New York market with 
the Long Island potato fields has been attributed to the enter- 
prise of a railway traffic department. 


Organization of Traffic Department—Freight.—The or- 
ganization of a typical traffic department at the present time 
is somewhat as follows. Generally, there is a vice-president in 
charge of the department, although the one occupying this 
position is sometimes called “director.” He is responsible to 
the president of the railway company, and thus ultimately to 
the directors and stockholders, for maintaining the business 
of the road, and in this connection he naturally has general 
supervision over rates. He also sometimes passes on loss 
and damage claims.in so far as general policies are concerned. 

Under the vice-president, or director in charge of traffic, 
in the case of the larger railway systems, comes the “freight 
traffic manager,”’ who reports to the vice-president and super- 
vises the freight traffic over the entire road. He keeps in 
touch with commercial interests along his line, maintaining 
friendly relations with large shippers and attending to inter- 
change relations with other roads. Naturally, interline rate 
questions come to his attention. He may rule on the larger 
‘and more difficult claims, if claims are handled in the traffic 
department. 

The “general freight agent’? has been called the pivotal 
official in the traffic department and this he truly is. Indeed, 
he corresponds rather closely to the general superintendent in 
the operating department. The smaller and medium-sized 
roads may have no freight traffic manager and only one gen- 
eral freight agent, but the larger systems may have several 
general freight agents, each covering only a part of the road. 
The general freight agent is directly responsible for the execu- 
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tion of orders emanating from the head of the traffic depart- 
ment. It is his duty to solicit and maintain the freight traffic, 
to make and cancel rates, to publish tariffs, to handle tracers, 
and, on many roads, to pass on overcharge claims and most 
loss and damage claims. 


Tariff Bureau.—Reporting directly or indirectly to the 
general freight agent, there may be a “chief of the tariff 
bureau,” ‘though on smaller roads there may be no separate 
tariff bureau. A tariff bureau compiles and distributes 
tariffs and handles all percentage arrangements for dividing 
joint rates with connecting lines. Often, too, it prepares statis- 
tical data for rate cases. ° 


Division and Special Freight Agents.—Under the general 
freight agent, come division freight agents and district. 
freight solicitors. The division freight agent is in charge of 
all freight matters on his division and deals directly with 
shippers and local freight agents. The solicitor, or com- 
mercial agent, represents the last trace of competition in rates. 
He is the railway’s “outside” man. He is supposed to be 
familiar with rates everywhere and endeavors to smooth the 
way for shippers by facilitating service, assisting in tracing 
and expediting shipments, and serving as an intermediary 
between the shipper and the operating department. 

When a railway has developed a large volume of business 
in some particular commodity, it may have a special official to 
look after that branch of traffic. Thus, a number of roads 
with large coal traffic have a special coal freight agent. Also 
roads with seaboard terminals generally have a foreign freight 
agent under the general freight agent, who keeps in touch with 
ocean rates and the foreign trade situation, and facilitates the 
transfer of freight at the seaboard. 

The “freight claim agent” is generally in the traffic de- 
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partment under the traffic manager, though he may be either — 


coordinate with or subordinate to the general freight agent. 


f 
7 
: 


There is sometimes a “chief claim agent” or “claims attorney” — 


in the legal department. The freight claim agent has im- — 


mediate charge of handling claims arising on account of loss, 


damage, or overcharge, making the necessary investigations — 


and adjustments. 


Development of New Business.——One of the ‘most inter- 


esting parts of the traffic organization is that for the develop- - 


ment of new business. Many railways leave the problem of 
developing old industries or establishing new ones, to the regu- 
lar organization of the freight agents, but some have set up 
special agencies for this purpose, either within or outside of 
the traffic department. The Rock Island railroad had in the 
traffic department a special “industrial commissioner,” a 
“general dairy agent,’ and an “agricultural and horticultural 
commissioner.” The Baltimore and Ohio has an “industrial 
agent” in the traffic department; and the Chicago, Burlington 
and Quincy Railway, an industrial commissioner. The Erie 
and the Missouri Pacific are two roads which appear to have 
separate industrial commissioners outside the organization of 
the regular traffic department. The chief business of these 
officers is to create new traffic, this work being assigned to 


separate departments in recognition of the need of specialists 
for that purpose. 


Outline of Typical Organization—In Fig. 2 is shown 
a condensed outline of the organization of the traffic department 
of a fairly large railway. In case of a very large system there 
would be separate regional traffic managers and assistant traffic 
managers, and assistant general freight agents. 


Passenger Traffic Organization Thus far, all that has 
been said concerns freight traffic, and in view of the fact that 
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Fig. 2.—Typical Organization of a Traffic Department 


much the largest part of the average railway’s net earnings 
comes from the freight service, this priority of attention is 
fair enough. In the traffic department, however, coordinate 
with the freight traffic manager, there is a “passenger traffic 
manager,” under whom are the “general passenger agent’’ and 
his assistant, under whom in turn are the district passenger 
agents, division ticket agents, and the general baggage agents. 
The functions of these officers may be readily inferred from 
their titles and from what has been said about the freight traffic 
organization. 


Other Departments.—In addition to the departments which 
are distinctively “operating” or “traffic” in their function, there 
are several important branches of railway organization which 
have a more general function. These departments are subor- 
dinate to general officers. and are intimately connected with 
operating and traffic. But they serve to combine these two 
departments.and to bring them into cooperation for more effec- 
tive transportation service. Chief among these departments 
are: (1) purchasing department, (2) telegraph and telephone, 
(3) car service. 
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In a well-organized railway the purchasing agent has com, 
plete charge of buying and selling every kind of material used 
-by the road from steel to stationery, and consequently his de- 
partment serves both operation and traffic. As is true in other — 
businesses, the purchasing department is handled variously in 
the scheme of railway organization, but it is becoming more 
general to place it under the operating department, while keep- 
ing it distinct and coordinate with the major operating divi- 
sions. Thus, in the organization of the New York Central 
the purchasing agent is directly under the general manager, 
coordinate with the various superintendents of motive power, 
etc., and the chief engineer. One large railway company, how- 
ever, gives its “director of purchases” a distinct department, 
making him coordinate with its director of transportation and 
its director of maintenance and operation; but this same line 
has a “purchasing agent” whose main subordination is to the 
general manager. 

The superintendent of telegraph usually reports to the 
general manager and is coordinate with the general superin- 
‘tendent, but he may come directly under the vice-president in 
charge of operation. Obviously, the telegraph and telephone 
systems of a railway serve all parts of the organization, in- 
cluding the traffic department, and consequently the superin- 
tendent of telegraph should logically come near the top of the 
organization and is best not subordinated to the superintendent 
of transportation, to say nothing of the division superinten- 
dent. 

The car service agent, when there is one, has as his func- 
tion the proper distribution and use of cars, and thus he, too, 
renders a rather general service which brings him towards the 
top of the operating organization and separates him from 
those who report to the division superintendents. Usually he 
reports directly to the general superintendent. The ordinary 
procedure when a shipper desires a car is to order it through 
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the local station agent, who reports the order to the dispatcher. 
The dispatcher is under the superintendent of transportation. 
The three foregoing branches of the organization represent 
in varying degrees the importance of maintaining officers whose 
part it is to correlate different branches of the railway service to 
the end that they may function harmoniously. They usually 
work within the operating department—although the purchas- 
ing agent is sometimes outside of that department—but they 
have such a distinctness and such a direct relation to the general 
manager that they are marked as peculiarly related to other 
departments and to the railway’s contacts with the public. 


Departmental Organization.—I{ the foregoing is sufficient 
to give a general idea of the prevalent form of internal organi- 
zation of the railways of the United States, it is time to note 
that there is one fundamental difference which divides the or- 
ganizations of some of our main roads into two groups. 
Whether there is a separate traffic manager over the general 
freight agent or not makes little difference, but the question 
of departmental versus divisional organization is vital. The 
traffic department is ordinarily organized on the divisional or 
“line” basis, but in the operating department one group of 
roads follows the departmental or “staff”? system, while an- 
other group—the larger—adheres to the divisional or line 
system. 

The essence of the question, in so far as operation is di- 
rectly concerned, is the relation of the division to the central 
authority. Under the departmental or “staff” system each offi- 
cer at the head of a local department or exercising a distinct 
function is directly responsible to a central departmental head. 
The department is subdivided territorially and the “divisional” 
engineers, mechanics, and superintendents, report to “oeneral” 
or “chief” engineers and superintendents at the top who serve 
the whole organization. This form of organization is illus- 
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trated in Fig. 3, which follows an outline of one of the great 
systems which has chosen this form. 
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Fig. 3.—Departmental Type of Operating Organization 
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The foregoing is the main framework of the operating 
organization for a part of the system. It will be noticed that 
the district Superintendent (of Transportation) is only in 
charge of transportation; the division engineer is not under 
the division superintendent but is in an entirely different stream 
of authority, reporting as he does indirectly to a “chief engi- 
neer.” Under this system there is a large number of co- 
ordinate officers at the top, including a superintendent of roll- 
ing stock, in addition to the superintendent of motive power, 
and a superintendent of telegraph. 


Divisional Organization—The divisional organization, 
which is a kind of “line” organization, has been described in 
discussing the operating department in general. The essential 
difference is that it concentrates authority over all departments 
or functions within a geographical division, in the hands of 
a superintendent, who reports to a general superintendent. 
Responsibility is concentrated in geographical divisions rather 
than diffused among functional departments. (See page 24.) 

A critical examination of the relative advantages of each 
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form will make its significance clearer. The great disad- 
vantage of the divisional system lies in the difficulty of securing 
harmony or unity of action throughout the system as a ‘whole. 
Under this system the chief executive, represented by the 
general manager, has a group of division executives reporting © 
to him, each one of whom has a different group of local ex- 
perts. In practice a board of experts is generally added to 
advise the chief executive, but friction is apt to develop between 
the two groups. The whole story is told in the word 
“standards.” It is difficult to develop and maintain uniform 
standards of operation under the divisional system, and for 
the effective operation of a railway system a large amount of 
standardization is desirable. ; 

At the same time, the divisional system does not afford so 
great a chance for specialization as does the departmental sys- 
tem. Instead it develops broadly trained men by breaking 
down departmental lines which would emphasize the power 
and opportunity of the heads of special departments. It tends 
to set up a series of little general executives, each one of whom 
undertakes to direct all the functions or departments which 
fall within his territory. 

On the other hand, the divisional plan has such advantages 
that it is the one generally adopted for operating railways in 
this country. Its great advantage is its elasticity, which en- 
ables a great system. to meet the varying needs of the terri- 
tories which it serves. Like the governor of one of our states, 
the division superintendent deals with all the operations of 
his division. Furthermore, while it is a problem to maintain 
unity throughout the system, complete cooperation is assured 
within each division. 

A further important advantage lies in the fact that the 
divisional plan develops broadly trained men, who by ex- 
perience may become qualified to fill such positions as that of 
general manager or even that of president. 
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Relative Advantages and Disadvantages of Departmental 
Plan.—The great adverse criticisms of the departmental plan 
are that it causes difficulty in securing cooperation within the 
division and lacks elasticity. Each division, it will be remem- 
-pered, has its transportation, machinery, and roadway depart- 
ments which must function together in the movement of trains. 
The smoothness of this functioning may be hindered by fric- 
tion or delay when each branch of the service is separately 
subject to rules which are laid down by the remote general 
staff officers of three separate departments. 

The lack of elasticity, which is the disadvantage of de- 
partmental organization, is an indication of its great advantage, 
—an advantage which arises from its combination of (1) 
uniformity and (2) specialization. Each department is headed 
by a highly developed specialist and his standards are enforced 
throughout the entire system in so far as his department is 
concerned. This plan is best for securing uniformity through- 
out the system as a whole. 


Both Forms of Organization Combined.—In practice, the 
departmental and divisional forms of organization are com- 
bined, to some extent, with the divisional form generally most 
prominent in the operating department. On very short lines 
there may be no “divisions” and consequently there is no 
organization problem of exactly the sort now under discus- 
sion. As the length of railway system increases and traffic 
becomes more dense, divisions become necessary and then the 
problem arises of securing, (1) a close cooperation among 
the various branches of service functioning on each division, 
and (2) a correlation of all the work of each division with the 
rest of the system. If the former problem is emphasized, the 
organization becomes divisional; while especial attention- to 
the latter problem brings the departmental form. Departments 
—such as auditing, finance, and pension—which have no 


Ch: 2] INTERNAL ORGANIZATION OF A RAILWAY 39 


problem of handling great variety of function and different 
local conditions, are relatively simple and within themselves fol- 
low the “line” type of organization. It is the variety of func- 
tion within the operating department that makes the difficulty 
there. 

Looking at the railway as a whole, without regard to the 
problems within any single department, the problem is to 
secure harmony and unity of action among all departments. 
This can be accomplished either by bringing them together at 
the top through cooperation among a staff of general officers, 
each one of whom is a specialist, or through combining them 
locally under the control of a division superintendent and 
placing the divisional organizations under a single general 
manager (who, of course, is not a specialist). In practice, the 
latter course is usually taken in handling the “operating” de- 
partment. In this process, certain officers or departments 
help by (1) connecting the service of two or more depart- 
ments, as does the car service department or car accountant, 
or (2) by acting for two or more departments as does the 
purchasing agent. The accounting and statistical departments 
help to tie the whole organization together. 

It seems not improbable that in the future, as railway 
problems become less dynamic and industrial conditions are 
more stable, the importance of elasticity in organization which 
has been so great in American history hitherto, will diminish. 
At the same time standardization of practice will grow. For 
these and other reasons, it may be expected that some further 
development of departmental organization will take place. 
This, however, will probably not mean anything more than a 
joint use of the two systems, in which departmental organ- 
ization will play a somewhat larger part than it now does on 
most railways. 

At present, there is need of further development of “liaison 
officers” to insure effective cooperation among railway depart- 
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ments. To the end that the shipper may receive better service, 
the operating and traffic departments need more united direction 
than can be given by the freight solicitors. Unity has been 
gained in purchasing and accounting, but in service much re- 
mains to be accomplished. 


CHAPTER III 
RAILWAY OPERATING AND TRAFFIC STATISTICS 


Importance of Railway Statistics—Probably in no other 
industry do statistics play so large a part as in the case of the 
railway. This is true partly because of the extensive and com- 
plicated nature of a railway business, partly because of the 
requirements of the many investors upon whom railways de- 
pend for capital, and partly because of government regulation. 

As has clearly appeared in the chapter on railway organ- 
ization, the administration of a railway’s affairs is a sort of 
hierarchy in which there are successive strata of officials, each 
“having broader powers and requiring more comprehensive 
and condensed information. Beginning at the bottom, let us 
imagine a switch crew at work in a terminal yard. It cuts 
out certain cars from a freight train and rides them over the 
“hump,” whence by gravity they roll down the proper track 
to make up a certain train. These men are operating under 
the supervision of a yard master whose problem is to get the 
greatest number of cars through his yard and at the least 
expense. While he is in direct touch with conditions, he must 
know something about the weather and rail situation, main-line 
irregularities, etc. 

Over the yard master. is the train master of the division 
whose problem is to keep trains running with the fullest util- 
ization of motive power. He must have a comprehensive 
knowledge of weather and rail conditions, coal, and the firing 
of the locomotives, condition of air-brakes, and the amount 
of overtime made by train crews. To have such knowledge 
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he must depend upon reports which are in the nature of 
statistics. 

Over the train master stands the division superintendent, 
seeking to make the best showing for his division by increasing 
the tonnage hauled in proportion to the miles made by each 
locomotive, and by reducing delays, overtime, and fuel con- 
sumption. He must have a picture of the whole situation on 
his division, embracing the need for or availability of the 
various agents for supplying transportation, including power, 
passenger and freight-cars, passing tracks, grades and curves, 
water and coal stations, and signals. He must supervise time- 
table adjustments and interchange conditions with other roads. 

And so it goes on up the line, each higher official requiring a 
greater mass of information and one which is, therefore, more 
condensed. The lower officials sum up the information and 
pass it on, the details being eliminated. It becomes generalized 
as it goes up, and thus furnishes the basis for general policies 
decided upon and supervised by general officers. The only 
way a complicated business organization can be run is through 
the intelligent collection, presentation, and use of statistical 
records. 

Needless to say, those outside the railway organization, 
whether government or investors, must depend upon the sta- 
tistics in their dealings with railway problems. 


Five Fundamental Sources of Railway Statistics—We will 
deal in this chapter only with the operating and traffic statis- 
tics of a railway. Such statistics are all based on reports made 
by minor railway officers in the course of their regular daily 
work. There are five fundamental statistical papers which 
are the sources of practically all available data. First, we may 
mention the “train dispatcher’s sheet,” on which he records 
the movement of trains and from which it is usual to secure 
all the statistical data on locomotive mileage. 


f 


Ch. 3] OPERATING AND TRAFFIC STATISTICS 43 


Equally important are the conductor’s “wheel reports,” 
_which are the source of all information concerning car-miles 
and train-miles. 

Another chief source of statistical information, at least for 
many railways, is furnished by the station agent’s daily re- 
ports or abstracts, which are made from waybills. Each 
agent periodically turns in an abstract covering all his freight 
business made from the waybills which accompany each ship- 
ment, which abstract shows the tonnage involved in that busi- 
ness. These tonnage figures when combined with the mileage 
figures, which can be inserted by clerks, give us our data con- 
cerning “‘ton-miles.”’ 

Two other sources of important data are the “time-books” 
of the division superintendent which furnish labor records, and 
the engineer’s coal and oil tickets from which the railway sums 
up its expenditure for those important supplies. 


Operating vs. Traffic Statistics.—Before passing to an ex- 
amination of the chief statistical units for measuring the rail- 
_way’s business, it is desirable to pause for a moment to note 
certain general classes of railway statistics. 

A distinction of considerable importance to a railway man 
is that between operating statistics and traffic statistics, which, 
in a general way, corresponds to the difference in the work 
of the operating and traffic departments. Operating statistics 
have as their problem the securing of information that will 
enable the handling of the greatest gross tonnage at the least 
expense. They deal with the performance and with the ex- 
pense of performance, and set forth quantities of gross tons 
hauled, miles per day, fuel consumption, and similar data. 
From this point of view the railway is a matter of mechanics 
and organization for operation. 

Traffic statistics seek to show the way to get the largest 
net tonnage and earnings, to which end they present data con- 
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cerning net tons hauled, revenue received—especially the net 
revenue—volume of particular commodities, loss and damage 
claims, and the like. Traffic statistics have grown in im- 
portance as more attention has been given to analyzing net 
earnings and as more intensive study has been made of particu- 
lar classes of traffic, shippers, and localities. 

The first few paragraphs of this chapter well illustrate the 
nature of operating statistics. The practical use of traffic sta- 
tistics becomes apparent when a jobber at a competitive point 
seeks a lower rate to enable him to break into a new market. 
Only traffic statistics covering the movement of various com- 
modities into and out of certain localities can answer the ques- 
tion, “Will it pay to make the reduction?” Ora shipper may 
demand a reduced rate in return for furnishing a large volume 
of traffic. Plausible as the demand may seem, it is certain 
that to reduce the rate in question will lead to lower rates in 
other commodities and on shipments to intermediate points. 
Only traffic statistics can answer the question, “Will it pay?” 
Commodity statistics, too, showing the quantity and the 
average revenue per ton-mile are valuable as a basis for laying 
plans to increase traffic. 


Passenger Statistics Not So Important.—We shall have 
little to say concerning passenger statistics, and consequently 
it may be noted at once that such statistics have relatively little 
importance in railway operation, for the simple reason that 
there is relatively small opportunity to economize in the pas- 
senger service. The tractive power of passenger locomotives © 
is rarely fully utilized, and consequently there is little chance 
to improve conditions in that respect. A very large proportion 
of passenger expenses is fixed. There is little chance to add 
or take off trains under normal conditions. Consequently, 
from the railway man’s point of view, statistics of the passen- 
ger service do not begin to compare in importance with those 
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concerning the freight service. This situation may not be true 
of a few roads which have as their chief business the handling 
of dense local passenger traffic, but it holds in general. 


Classification of Operating and Traffic Statistics—AIl 
operating and traffic statistics may be classified under the heads 
shown in Fig. 4. 
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Fig. 4.—Classification of Railway Statistical Bases 


As to the first or service viewpoint, it is obvious that the 
quantity of transportation product may be measured in either 
units of space or of weight. The car-mile unit (a car hauled 
one mile) is primarily one of space capacity, and only as goods 
are assumed to have like specific gravity does it serve as an 
index of weight service. 

It is evident that the utility of service, quantity remaining 
the same, varies according to speed, and certain branches of the 
freight service are differentiated on this basis. We have prac- 
tically no statistics of the punctuality’ and frequency of service, 
and but scanty ones concerning such elements as direction and 


1The New York Public Service Commission has compiled reports of number and 
percentage of trains on time and the average time late. 
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commodity. It is of considerable importance to know not 
only how many trains are run, but also how many are run in a 
given period of time, say 24 hours; and comparisons might be 
quite inadequate without information on this point. Above 
all, however, it is essential to know something of the propor- 
tions in which the various commodities enter into the transpor- 
tation product. The utility of the service varies considerably as 
between sand and sugar, or hay and packing-house products. 

Then, at the end of the analysis of service, we must further 
observe that our unit of statistical judgment must be one which 
corresponds to service. If the transportation product which 
the railway furnishes society, and which is bought by the ship- 
per, is the utility of moving so many pounds or tons from A 
to B, the ton-mile, not the car-or train-mile, must be the logi- 
cal unit. 

The relation between the service and the cost points of 
view is to be mentioned. That locomotive performance must 
vary with speed and direction; that expenditure affects fre- 
quency and convenience of service; that the cost to the 
shipper and the income to the carrier are related—all these 
things are apparent. As long as private ownership and opera- 
tion exist, there is a distinction. The western politician may 
call for service, while the railway man considers his cost 
figures. But to the extent that the government undertakes 
administrative control or seeks to enlighten the public on more 
fundamental points, to that extent, of course, the private 
aspect of the railway property is joined with a public interest. 
This is but another way of saying that the cost, or net revenue 
point of view, is added to that of mere service. 

The distinction between operating and traffic statistics is 
one which, as such, is of small importance to the public. But 
in a general way it is important to keep statistics of net and 
gross load separate. In a sense, the “tare” weight is waste 
transportation, and society is justly interested in reducing the 
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proportion of “dead-weight.”’ It is the tendency with railways 
in this country to develop further traffic statistics, and it would 
be well if our public statistics were to profit by this develop- 
‘ment. This is notably true in the case of commodity statistics. 


Per-mile Statistics—As the primary function of, trans- 
portation is to move goods or persons from one point 
to another, thus involving distance, it is natural that the first 
thing to impress one in dealing with railway statistics is the 
frequency with which the word “mile” appears. Moreover, it 
is desirable to reduce statistical data to a comparable basis and 
consequently, whether service or net revenue be the point of 
view, railway statistics are largely reduced to a “per mile” 
basis—per mile of road, per mile of track, train-mile, etc. A 
mile of “road” or of “line” means a mile of roadbed, and each 
mile may, therefore, contain several miles of “track.” A mile of 
track is only to be understood when it is remembered that there 
may be not only a first track but also a second, third, and 
other tracks. Consequently, there are more miles of track in 
a given railway system than there are miles of road or line. 
Track may include sidings and yard tracks, and it is often well 
to distinguish miles of “main track” from miles of all tracks. 

In dealing with statistics on a per-mile basis, one should 
always be careful to remember that miles differ. A mile of 
road on one railway may be single tracked, while in the case of 
another road it may mean four tracks. In the former case, the 
roadbed may be 12 feet wide and in the latter 20 feet. The 
rails in one mile may be 50 pounds in weight and in another 
mile 120 pounds. There may be 14 ties to the rail in one 
case and 18 in the other; and one mile may be unballasted and 
the other have 12 inches of ballast under the tie. All this is 
to say nothing of the great variety in grades and curves which 
may exist as between the two miles. The average investment 
of one road per mile may be $60,000, while that of another 
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road may amount to as much as $300,000. Obviously, it will 
not do to compare figures even on a per-mile basis unless due 
allowance is made for the different factors mentioned above. 
Similarly, the movement of a train or a ton over a mile of 
road has a different meaning, depending not only on the kind 
of road over which the movement occurs, but also on the kind 
of train or the kind of commodity which makes up the ton. | 


Chief Statistical Units—The Train-Mile—A much used 
unit in railway statistics is the “train-mile,” which represents 
the operation of hauling a train one mile. At once, how- 
ever, we note several serious difficulties in the use of the 
train-mile as a unit. 

First proceeding from the cost or efficiency point of view, 
the question at once arises, “What is a train?” If one 
will reflect for a moment, he will recall having seen dozens 
of different lengths and types of train. A freight “train” is 
sometimes defined as an engine with a caboose. Another defini- 
tion is “‘an engine with a train crew.” Both have some utility, 
but also have their shortcomings. For our purpose a train 
may be defined as one or more locomotives and a varying 
number of cars. 

So considered, it is apparent that some expenses are 
peculiar to the locomotive and have nothing to do with the 
number of cars. Such expenses include about 30% of the 
fuel and all the wages of the engineers and firemen. On the 
other hand, some of the expenses are peculiar to the cars, 
such as certain repairs and maintenance, and oil and waste. 
These items have no relation to the locomotives. Finally, the 
wages of the train crew and the remainder of the fuel expense 
depend upon the train considered as a unit. 

Obviously, the train-mile unit can be a homogeneous thing, 
suitable for comparison only to the extent that the factors 
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determining the locomotive expense and car expense are either 
similar or related, or else are negligible. Now these items are 
far from negligible, especially in the case of locomotive ex- 
penses, and accordingly all depends upon the kind and number 
of locomotives and cars in the trains which are compared. 
Trains differ widely in the number and size of their cars, in 
the percentage of dead-weight, and the number and power of 
locomotives. In a word, the train-mile is not a clearly defined 
unit. 

It is especially important to note the percentage of tare 
or dead-weight. The number of locomotive-miles can be as- 
certained separately from the train-miles and when they largely 
exceed the train-miles we may conclude that grades and curves 
are such that the railway has to resort to “double headers,” 
with a large mileage of pusher and helper locomotives. A 
glance at the Interstate Commerce Commission statistics will 
show that the ratio of train-miles to locomotive-miles on dif- 
ferent roads varies from 50% to 99%. 

As a unit of service the train-mile is not satisfactory for 
the general reason that what shippers want is not train-miles 
but ton-miles. An empty train makes as many train-miles as 
does a full train. To be sure, there is generally some relation 
between train-miles and ton-miles, but it is not close enough 
to be satisfactory. 

More than this, from a service point of view, even if all 
trains were loaded, the difference in character of freight con- 
tained would vitiate comparisons on the basis of train-miles. 
The percentage of high-grade or low-grade freight in the 
trainload would vary. Also the percentage of carload freight 
and less-than-carload freight differs considerably, and this 
raises serious questions, of which two are: (1) How much 
more does it cost to handle a ton of less-than-carload freight? 
(2) Inasmuch as less-than-carload freight is actually weighed, 
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while carload freight is often assumed to equal in weight the 
capacity of the car, to what extent are comparative trainload 
figures inaccurate ? 


The Locomotive-Mile—As locomotive expense is a large 
part of the cost of running a train, it is natural that a great 
deal of importance should be attached to the average loco- 
motive-mile as an operating statistical unit. The figure has 
its importance, but difficulties attend its use which are similar 
to those we have found in the case of the train-mile. 

A great deal more must be known about the nature of the 
locomotive and the conditions under which it operates than is 
generally available, if the locomotive-mile js to be used in 
making comparisons as a unit for judging cost or efficiency, 
The following points may be especially mentioned: 


1. Locomotives vary in type and accordingly in tractive 
power and operating expense. There is a wide difference 
between the effectiveness of “simple” and “compound” loco- 
motives. Also, freight, Passenger, and switching locomotives 
are quite different in their work and performance. 

2. The locomotive may be running “light” or drawing a 
heavy load when it registers the locomotive-mile. 

3. In determining locomotive expense time is often more 
important than distance and accordingly the locomotive- 
hour may mean more than the locomotive-mile. A large per- 
centage of locomotive expense remains constant as long as 
steam is up; for fuel, wages, light repairs, and roundhouse 
expenses have little relation to distance. 

4. The locomotive-mile gives little indication of the train 
resistances that are overcome in accomplishing the mileage, 


such resistances depending on grades, curves, speed, and 
weather conditions. 


By making a supplementary analysis it is possible to over- 
come some of these difficulties in part. Thus, the mileage of 
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freight, passenger, and switching locomotives may be obtained 
separately, and the light mileage is available. Little has been 
accomplished, however, in the way of allowing for the time 
‘element. Some English writers have strongly favored the 
engine-hour as a unit, but this makes no allowance for tractive 
power. Accordingly, it has been suggested that a “tractive- 
power hour” unit might be used which would make it possible 
to compare the quantity of motive power available per hour 
with the amount of work actually done. 

A difficulty with this suggestion is that the number of 
locomotive-hours are not readily available. What we do have 
in the statistics published by the Interstate Commerce Com- 
_ mission are the tractive-power-pounds and the ton-miles (num- 
ber of tons hauled one mile). Accordingly, the writer would 
suggest that the best available unit for comparing locomotive 
efficiency may be constructed out of these materials and be 
based upon the tractive power of locomotives rather than the 
number of locomotives. It is possible to compute for any 
railway the ton-miles per average locomotive tractive-power, 
the figure being a ratio between the average tractive-power- 
pounds per locomotive and the ton-mile. This unit, while it 
does not allow for time, would put the different roads on a 
more nearly comparable basis as to kinds of locomotives. 
Moreover, it is not so important to allow for time when 
the question involved is one of quantity or work done or 
service rendered, but rather the question concerns the ton- 
miles made (that is, the number of tons hauled one mile). 
Consequently, the proposed unit, namely, the “ton-miles per 
average locomotive tractive-power” should give fairly satis- 
factory results. 


a 


The Car-Mile—A “car-mile” is a unit which represents 
the movement of a car over the distance of one mile, and the 
number of car-miles is found by adding the mileages made by 
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each car. As a unit of cost, the car-mile has its value, but 
here again there is considerable difficulty in allowing for 
variable factors which limit its use. It requires a great deal of 
interpretative data to avoid falling into error in making com- 
parisons. 

For example, cars vary so in cost and type and capacity 
that when the figures are quoted “per car-mile’”’ one is inclined 
to ask, “What is a car?’ The proportion of dead-weight, or 
tare, varies widely. For example, a small wooden car has a 
weight which is a large percentage of the freight it will carry, 
while a large steel car when loaded makes a smaller percentage 
of dead-weight. 

Again, the car-mile may be one made by an empty car, or it 
may represent the movement of a car loaded to capacity, with 
all degrees in between. In 1920 nearly one-third of all freight- 
train car-miles were empty miles. Moreover the average car- 
load for different lines may range between 8 and 65 tons. ° 

Finally, car resistance varies according to the number of 
cars in a train, the speed at which they move, and the grades 
and curves which impede their progress. 

In a word, there is nothing to insure that car-miles and 
operating expense will vary proportionately or even in the 
same direction. If a road increases its average carload, or 
hauls a smaller percentage of empty cars, or makes more miles 
per car-day, it may increase its car-miles considerably and at 
the same time actually reduce its operating expense. Conse- 
quently, the car-mile furnishes too uncertain a basis for deter- 
mining operating policies, and it would be unwise to base 
public regulation upon it. 

As a statistical unit for judging service performed by a 
carrier, the car-mile may be more satisfactory, although even 
here some analysis is necessary to allow for the different 
average capacity of cars, the kind of commodity with which 
they are loaded, and the speed and direction in which they 
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move. After all, what the public wants is not car-miles but 
ton-miles. 

From the operating point of view, however, car movement 
‘is of such importance that it is neither possible nor desirable to 
abandon car-mile statistics. Consequently, we should note 
here the available figures for correcting or allowing for the 
difficulties that have been pointed out. (1) It is possible to 
know and make allowance for the difference in average capacity 
of cars. (2) We know the percentage of car-mileage that is 
made by empty cars, (3) gross ton-miles (including the weight 
of the car) are reported separately from net ton-miles. (4) 
Finally, the government publishes the average car-miles per 
day, which gives an indication of the average speed made, and 
the average number of cars per train. Taking all these things 
together, one can make a fairly good use of car-mile figures 
by allowing for the various factors which otherwise invalidate 
comparisons. 

The car—and accordingly the car-mile—is best regarded as 
a potentiality. It is a unit of capacity, not of actual perform- 
ance or service. It is important to know a railway’s capacity 
and the measure in which it is utilized. It is highly important 
to know the average carload, the empty car-mileage, and its 
percentage of the total, the car-miles made per day and the 
ton-miles per car day. All of these are available in the 
statistical publications of the Interstate Commerce Commis- 
sion. 


The Ton-Mile.—The ton-mile is the most generally used 
unit of statistical judgment, both as regards railway cost and 
railway service. What, then, is a ton-mile? A ton-mile is 
generally referred to as one ton hauled one mile. This state- 
ment is slightly misleading, as it seems to imply something 
concerning the size of shipments, and it might be better to say 
that ton-miles are the number of miles that tons are hauled. 
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A ton-mile represents the movement of a ton over a distance 
of a mile. Thus one ton hauled 10 miles equals 10 ton-miles — 
and also 10 tons hauled one mile equals 10 ton-miles. Need- 
less to say, 5 tons hauled 2 miles give the same result in ton- 
miles. The idea behind the ton-mile is that it expresses in 
itself both tonnage and distance, and thus well represents the 
work done by a railway. The ton-mile is analogous to the 
“foot-pound” of physics. 

There is, indeed, a great deal to be said in favor of the 
ton-mile as a statistical unit. But first it will be well to point 
out its limitations. As a unit of judgment of efficiency or 
cost it must be admitted that operating expense does not neces- 
sarily vary with total ton-miles, and this for several reasons: 


1. Ton-miles have different significance according to the 
kind of commodity, and a ton of fruit has a very different 
relation to cost from that of a ton of coal. Different com- 
modities require different speeds, present different risks, and 
have different costs of loading and handling in transit. 

2. The distance involved affects the meaning of the ton- 
mile. A ton-mile which is one of a large number of tons 
hauled a short distance may be much less desirable from 
the railway point of view than another ton-mile which is 
one of a smaller number of tons hauled a long distance. 
Terminal expenses are considerable and they do not vary 
with the distance. Accordingly, a short haul may not 
furnish enough revenue to cover the bare expense of load- 
ing and unloading the goods. 

3. The amount of handling required is a variable which 
is not allowed for in ton-mile statistics. As will later be 
found, there is much difference between carload freight and 
less-than-carload freight. Here it is only to be noted that 
less-than-carload freight requires much more handling by the 
railway and consequently involves greater expense. The 
same may be true of local freight as against through freight. 
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4. The amount of competition which affects the business 
makes the importance of various ton-miles differ somewhat. 
This is illustrated by the great difference beween export 
grain traffic and local merchandise shipments, the former 
meaning a ton which is one of many thousands shipped in 
carloads in competition with similar shipments all over the 
world, while the latter is part of a relatively small and 
irregular business, subject to a large degree of monopoly 
power by the single carrier which can perform the service. 


Even as a unit of service the ton-mile is not perfect in 
itself, as the utility of the ton-mile produced by the railway 
will vary with the commodity, the speed, the direction, and 
other factors. It is important here, too, to note that we must 
distinguish the gross ton-mile from the net ton-mile. While 
the former includes the weight of the equipment, as well as the 
freight, the latter means only the revenue freight, and it is 
with this alone that a statistical unit for measuring service is 
concerned. 

With all its faults the ton-mile is the best statistical unit. 
It is the most logical and generally applicable basis for study- 
ing railway operation and service. For one thing, it is an 
excellent common denominator in that it is equally available 
for judging cost and service, or operation and traffic. It is 
equally valuable for studying efficiency and profits. The 
service that the railway affords is tons hauled from one point 
to another. In performing this service its motive power is 
rated and its trains are made up on a tonnage basis. Its ter- 
minal expenses, too, vary with the tons hauled, and while tons 
are not ton-miles, there is at least some connection between 
the two. 

The ton-mile is the easiest statistical unit to use. It is easy 
to define and relatively easy to enumerate. 

With a little care to get and use certain statistical data it 
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may be made a reasonably accurate basis of statistical judg- 
ment. The most important available factors which are needed 
to supplement the ton-mile are the following: 


1. Total ton-miles should be distributed into gross ton- 
miles and net ton-miles. 

2. It is most important that commodity statistics should 
be available so that ton-miles can be analyzed by commodities. 
The Interstate Commerce Commission gives commodity 
groups, but these have to be broken up still further to be 
entirely satisfactory, for reasons that are clear when it is 
noted that the “agricultural” group includes both fruit 
and hay, while the animal products group includes both 
fertilizers and “packing-house products,” such as lard. 

3. The percentage of carload and less-than-carload freight 
should be taken into consideration. 

4. Data showing the length of haul are important. 

5. Local versus through freight. The Interstate Com- 
merce Commission statistics enable one to ascertain the pro- 
portion of the tonnage of a road which originates on its own 
line. This is not entirely satisfactory, as it does not enable 
us to tell where the tonnage shipped terminates, but it helps 
towards a better understanding of the ton-mile figures. 

6. In interpreting ton-mile figures one should also con- 
sider the density of traffic, 


CHAPTER IV 


RAILWAY OPERATING AND TRAFFIC STATISTICS 
(CONTINUED ) 


Traffic Density—An important statistical average is “ton- 
miles per mile of road.” This figure is arrived at by dividing 
the number of miles of road into the total number of ton-miles, 
and may be expressed by the following formula: 


> Ton-miles 
Traffic density = Miles of road 


This unit of traffic density may be a very good statistical 
device for indicating physical volume. Taken together with 
the operating ratio it furnishes a fair index of railway 
efficiency, but for one who is interested in railway earnings and 
finance it requires careful interpretation. 

In the first place, its significance varies materially with the 
kind of traffic—with the kind of tons in the average ton-mile. 
The kind of traffic may change and therefore the density of 
traffic may also vary in its significance. Two roads may have 
equal density of traffic—one hauls logs and iron ore and the 
other fruit and automobiles. Which road makes the most 
money? Certainly the density of freight traffic does not tell. 

In the second place, density may be achieved at dispropor- 
tionate expense. For example, the Erie Railway has had a 
rather high traffic density but this has generally been secured 
by hauling many cars each one of which has a relatively small 
load. The result is a greater operating expense than that of 
some other roads which have less density but larger average 
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carloads. Consequently great density on the Erie may not 
be an advantage. 

In the third place, the kind of road affects the meaning of 
the density figure. An expensive and possibly highly capital- 
ized railway will require a large volume of traffic in order to 
make any kind of a showing; while a cheaply constructed line 
may make good returns from a relatively sparse traffic. 

On the whole, however, the “ton-miles per mile of road,” 
or freight traffic density, is one of the most valuable statistical 
units, and if due allowance is made for the variable factors 
which have been referred to, it is of great use in making com- 
parisons among different railways and among the different 
years of a single railway, 


Per-mile Statistics in General—All per-mile statistics are 
dangerous. A large part of the trouble in finding satisfactory 
railway statistics lies in the mile, whether it be mile-of-road, 
car-mile, locomotive-mile, train-mile, ton-mile, or passenger- 
mile. There are two great difficulties which cover most of the 
problem. 

In the first place, miles lack homogeneity. They are not 
the same in at least four important respects. 


1. They vary in place, miles being different on different 
divisions of the same road and on different roads. 

2. They vary in time, and accordingly all the fluctuating 
conditions of business and climate which affect railway 
operation and traffic have to be considered. 

3. In the case of movement miles, they vary in their 
rate of speed and this variation affects even the mainte- 
nance of the miles of road. 

4. Miles vary in their quantity or the extent to which they 
are aggregated. Thus two roads having the same ton- 
mileage may show very different results according to the 
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average length of haul per shipment and to the density of 
traffic. 


In other words, as already observed, a ton-mile means most 
when it is one resulting from a large amount of mileage in 
proportion to tonnage, which shows long average hauls. Also, 
as a general thing, a ton-mile which is one of a large volume 
per mile of road means more than one which is part of a less 
dense traffic. 

In the second place, per-mile statistics are often misleading 
in judging efficiency, because important items of expense and 
net revenue do not have any relation to miles. A large part of 
railway wages are paid by the hour. Fuel consumption, to a 
very considerable extent, depends upon time and not upon the 
miles made. Depreciation, both of way-and structures and in 
part of equipment, has little relation to movement miles, 
though, of course, the total amount of depreciation of way 
and structures has a close relation to miles of road. To cap 
the climax, the important item of terminal expense has nothing 
whatever to do with miles, and the shorter the haul, the more 
controlling these terminal expenses become. 


Correct Use of Per-Mile Units——The reader must not think 
because the difficulties are pointed out that the per-mile statis- 
tical units are therefore useless. It is with a constructive pur- 
pose that the foregoing criticisms are made. Statistics are 
constantly subjected to criticism because of the erroneous con- 
clusions which result from their careless use and it is only by 
understanding the necessity for a correct utilization of statistics 
that error can be avoided. 

What is often most needed is that the shortcomings of a 
given statistical unit should be removed by bringing in some 
other element to supplement it. When, therefore, it is pointed 
out that miles vary in time, rate, and quantity, we must con- 
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clude that in using per-mile figures they must be supplemented 
by presenting figures that will enable us to allow for these 
variables. For example, if we are presenting a column of 
figures showing the train-miles or ton-miles for a series of 
years or for a series of different railways, we can present in 
parallel columns figures showing the average trainload, the 
density, the average length of haul, the average car-miles per 
day, etc. 

In any event, the knowledge of the pitfalls of railway 
statistics will be valuable to anyone who desires to get the true 
meaning from a statistical statement concerning railways. 

The chief use of per-mile of line figures comes in present- 
ing data concerning capitalization, revenue, expense, and net 
revenue. Here the mile furnishes a valuable unit for facili- 
tating comparisons. It is of little value for comparing the 
efficiency of operations, for railways are built to allow the 
movement of traffic and there must, of course, be a certain 
number of miles of road to connect any two points. The 
traffic may be heavy or light; and the transportation expenses 
do not depend on the number of miles of road. Only the 
maintenance-of-way expenses depend directly upon the num- 
ber of miles of road and even here the density of traffic plays 
apart. But the investment per mile of road is a figure of value. 
The reason for a difference in the investment per mile for 
any two roads may lie in the kind of roadbed and track; but 
the fact remains that one or the other of the roads has a greater 
investment per mile, and that is important in itself. It means 
that the net earnings must be proportionately greater if capital 
is to receive the average return. 

Similarly, the “net revenue” per mile of line is important. 
The fact that the net earnings per mile are small does not in 
itself show the reason for the smallness, nor necessarily indi- 
cate the relative efficiency of operation. It merely furnishes an 
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index of the profitableness of railway operations which en- 
ables us to make an initial comparison between long and short 
roads. From this point of view it is worth while to show 
_ comparative net earnings per mile of road, though we must 
remember that it is important to supplement the comparison 
by a knowledge of the volume of traffic handled, and that we 
can only explain the differences shown by knowing something 
of the relative technical efficiency of the roads compared. 


The Operating Ratio. An important, though much abused, 
statistical unit is that known as the operating ratio. This 
figure is the percentage of operating expenses to gross earnings 
from operation. In other words, it is the percentage of a rail- 
way’s revenue which is paid out in operating expenses. The 
operating ratio, which in the past has normally averaged in 
the neighborhood of 65% on American railways, is at present 
in the neighborhood of 78%, as a result of abnormal traffic 
and operating conditions. 

As already stated, the operating ratio is a much abused 
unit of statistical judgment. For several years following the 
peak of the prestige of the Hill roads in the Northwest, the 
policy of securing large trainloads and low operating ratios 
became a sort of fetish with railway men, and some seemed to 
believe that the lower the operating ratio the better. At first 
glance it does seem that the smaller the percentage of operating 
expense the better. Let us then examine carefully the exact 
significance of this ratio. 

As a unit of service, the operating ratio has little if any 
significance. Its validity must depend upon its value as an 
operating or cost index. Considered even from the cost point 
of view, however, we find it apt to be quite misleading. In 
the first place, neither element in the operating ratio depends 
closely upon efficiency of operating. Obviously, the gross 


a62 ORGANIZATION AND FUNCTIONS ; [Pid 


earnings do not depend upon operating efficiency, but merely 
upon the tonnage hauled and the freight rate. Nevertheless, 
the operating ratio is half dependent upon gross earnings. 
Again, a large part of operating expenses, which make the 
other side of the ratio, does not depend on operating efficiency. 
A very considerable fraction of operating expenses depends 
upon weather conditions and inevitable depreciation, especially 
the maintenance of way and structures. To some extent, 
such expehses are even yet dependent upon the policies of boards 
of directors. Perhaps this item amounts to as much as from 
10% to 15% of all railway operating expenses. How, then, 
could the operating ratio furnish a certain index of operating 
efficiency ? 

In the second place, the operating ratio gives no indication 
of the volume of traffic that is handled. Two roads of similar 
length and operating efficiency, one of which handles a million 
tons and another two million tons, might have exactly the 
same operating ratio. But the total net earnings of the road 
with the larger traffic would be far greater than those of the 
other. Just as in mercantile business a large volume at a low 
margin may be more profitable, so in the railway business the 
road with the dense traffic and high operating ratio (or low 
margin per unit) is generally the one that is most profitable. 
Thus the ratio is not a good index of profitableness. 

For example, although it may be expensive, it may pay to 
rush empty cars over the line at a good rate of speed, in order 
to get more traffic. It is traffic that pays. But an operating 
official who is dominated by the idea of the operating ratio 
might wait for a heavy trainload, thus reducing his average 
operating expense per mile traveled by trains but also losing 
business. Concrete illustrations of the lack of significance of 
the operating ratio will be found in the comparisons shown 
in the table below, showing operating ratio and net operating 
revenue per mile for certain selected roads in 1917. The 
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figures are based on the year 1917, when ratios were more 
nearly normal than they now are. 


Operating Net Operating 


Railway Company Ratio Revenue 

per Mile 

Mice: Central cr. cte tests cveinscsijwt oe ose 76% $ 2,835 
RemnsyLyamichys .Gbr ai asts,dsteiaja» dutetfe as 4 79 12,002 
Yazoo and Mississippi Valley........... 69 4,111 
ISS: 9 baie 3 Se oie ee eee 86 5,110 
Missouri, Kansas, and Texas........... 72 2,591 
Chicago and Great Western............. 76 4,148 
IN@ciitenis PA CHIC Eos cpsial sss <2, ale asi vee 60 5,355 
OTN ACHIC eee cea tens Niet sioiciees eicieie ose. 64 8,571 


The foregoing figures show that in important cases the 
road which has the lower operating ratio does not have the 
higher net earnings. Also, that there is no direct relation be- 
tween the amount of the operating ratio and the amount of net 
earnings. Thus the Union Pacific railway, the operating ratio 
of which is 4 points above that of the Northern Pacific, had 
net earnings per mile of road considerably greater; while the 
Pennsylvania Railroad, with an operating ratio only 15 points 
over that of the Union Pacific, had a net revenue 40% greater. 

But many cases can be found in which the operating ratio 
does supply an index of operating efficiency, and it will be 
found that this is generally true when comparing roads of the 
same general class. We may, therefore, draw the final con- 
clusion that within a given class of railways the operating 
tatio supplies a crude index which has considerable value, but 
that it is liable to abuse and requires supplementary statistics 
for its interpretation. 
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Eleven Chief Statistical Units—In order that one may 
have a background for dealing with railway statistics, it is 
highly desirable that one should have in mind at least a few 
typical figures. Without this one does not know an important 
figure when he sees it. One reads that the average density of - 
traffic is 1,000,000 ton-miles or that the average carload is 24 
tons, and although both figures are of great importance they 
mean nothing unless one has in mind some typical figure. 

Accordingly, there is presented next a table which shows 
typical figures covering eleven important statistical units. 


ImMpoRTANT AVERAGES IN THE RaILway STATISTICS OF THE 
UNITED STATES 


1917 1922 

1. Ton-miles (net) per mile of line......... 1,698,000 1,431,000 
2. Tons revenue freight per train........... 507 677 
3. Fons revenue freight (net) per loaded car. 24.7 26.9 
4. Revenue passengers per train............. 65 66 
5. Percentage of loaded car mileage......... 70% 67% 
6. Average miles per car per day........... 26.1 23.5 
7. Average revenue per ton-mile........... 7I5C 1.176c 
8. Average revenue per passenger-mile....... 2.09 3.028c 
go. Operating ration s..56 otsreaki ede: aes 70.4% 79.3970 
10. Net operating revenue per mile of road.. $5,005 $4,038 
11. Capitalization per mile of road........... $66,696 $67,170 

(1919) 


In addition to the foregoing it may be well to keep in mind 
that for many years approximately 70% of the earnings of 
the railways of the United States have on the average come 
from the freight service. 


Comparison of Two Roads.—In order to make these figures 
mean more and to illustrate their application, it will be of in- 
terest to make a comparison between two different roads, and 
for that purpose we shall take the Baltimore and Ohio and the 
Erie, comparing the results obtained by their managements 
during the year 1917. The following table shows several 
interesting points with regard to railway statistics. 
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COMPARISONS OF OPERATING AND TRAFFIC STATISTICS 
BALTIMORE AND OunI0 AND Erte RAILWAYS 


Per Mite or Roap: Baltimore and Ohio Erie 
Net BCVEUUCT < cia/aigivie tis beta 6Wsle sas 0's $6,476 $5,110 
Operating Expense yar. ies eee ae $21,809 $30,575 
Ganibalization. saaturt chistes,» ovsceraais.0 hs $82,000 $84,000 

Trarric Density: 

Ton-miles per mile... ..0.0.......065 3,633,000 4,381,000 
Freight-train-miles per mile......... 4,586 5,573 

Prr Ton: 

Revenue per ton-mile............... $.00506 $.00617 
PAV ETA CCR HAUL ei satiiat ots aloes Maly 6 196 208 
Per cent originating on road........ 40% 32% 
Per Train-Mie: : 
ING DR REVENUE Wale oe) shee as teeranlo ee as $0.78 $0.53 
Operating: EXPeNse, fijoc.sccececses $2.63 $3.14 
Revenue tons per train.............. 777 773 
Woadedacarssee. seers ome elk crt eee 27 eur 
PETIA bya CANS Us tate ala taveie« sfossvers 6 Wie ere. 11.6 12.2 


Per Locomotive-MIte: 
Freight-train-miles per locomotive- 


Tab a= cree ag A Ree eee 78 85 
Ton-miles per average locomotive- 
thactiVe=PpOWEF's «. «les kcceretstees ate ste 432,000 224,000 
Per Car-Mite: 
Average revenue tons per car........ 30 25 
Per cent loaded car-miles.......... 690% 72% 
Car-miles per car day (1921)...... 22 32 
OPERATING DRATIO‘N ccc este sare» Scisiaieisie + 77% 86% 


At a glance one notices that the net revenue per mile of 
road of the Baltimore and Ohio was greater than that of the 
Erie by over $1,000. This is quite consistent with the fact 
that the Erie had a much greater operating expense per mile 
together with a higher operating ratio. The Erie’s situation 
was relatively worse because of its greater capitalization per 
mile of road. 

But as one looks down the columns it is noted that the 
important figures showing traffic density seem to indicate that 
the Erie had a considerable advantage over the Baltimore and 
Ohio. Both roads had fairly dense freight traffic, but the 
Erie’s figure was over 700,000 ton-miles greater than that 
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of the Baltimore and Ohio, and its train-miles per mile of line 
also made a more favorable showing. Other points which 
were possibly in the Erie’s favor were its higher revenue 
per ton-mile, its longer average haul, and its higher percentage 
of loaded car-miles. It also made a greater freight train 
mileage per locomotive-mile, indicating that it required a 
smaller quantity of helper and pusher locomotive service. 
How, then, can it be that the Erie made a less favorable show- 
ing as to its net revenue? 

The answer is to be found in two points: first, in its 
smaller carload with the resulting smaller trainload; and second, 
its greater operating expense per train-mile which an exami- 
nation of other statistics shows to have been due to heavier 
repair bills for locomotives and cars, and higher fuel cost. 

The most interesting of these points is the difference made 
by the smaller number of tons per car, the Erie only having 
25 as against the Baltimore and Ohio’s 30. The Erie actually 
had a higher average number of “loaded cars” per train than 
did the Baltimore and Ohio; yet because its cars did not con- 
tain so much freight, the average trainload was somewhat less 
than that of the Baltimore and Ohio. Not only this, but the 
smaller carloads meant a larger proportion of tare or dead 
weight, and a greater expense per unit of revenue, which was 
reflected in the higher operating ratio. The Erie made more 
ton-miles and train-miles per mile of road, but it made this 
showing by hauling an unnecessarily large number of cars and 
trains. 

Perhaps because its equipment had been allowed to get into 
bad shape, its repairs were relatively great, and whatever the 
reason, its cost of fuel for locomotives was higher in propor- 
tion to performance than that of the Baltimore and Ohio. 
Consequently, its net revenue per train-mile was only 53 cents 
as against 78 cents for the Baltimore and Ohio. 
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While the Baltimore and Ohio got a smaller number of 
car-miles per car-day, it had so much larger carloads that it 
made the better showing. 


Commodity Statistics —In discussing ton-mile statistics the 
importance of considering the kind of commodity in the ton 


Revenue Freight Originating on 
Respondent’s Road 


Commodity 
Number of Tons (2,000 Ibs.) 
= ee ee a ee 
Propucts OF AGRICULTURE: Total... ......000-es0e III,782,508 
Wheaten tee cc a. ean. see te ee eee f 24,802,796 
CSO anette ta tte a RTI forte 6 began ate cans eho bon 19,275,378 
Gourmand. wieall si.6.0.5 fscts.4s1. ok eet. ee oh 10,605,121 
Other mill products shoestta ceo oe cen en dean 9,000,627 
SABER Sox Sate EN > CDi UR Rae See ae a Oe eee al 7,046,848 
ave straweiand: altalfaicenc. oc -odue s.chccte hows sotecle. 5,722,058 
Othersorainy ete eee he ee NN la eg 5,245,341 
Other fresh fruits (than citrus)............. 5,063,054 
ANIMALS AND Propucts: Total.................... 26,234,806 
Ma Toletanicl Cal vesicdcne yet snc ordG-osnersacsteetescaews oe Rls 9,571,435 
PROG a eat le kbs sisacBls eectee ns Hee scuullus 5,795,062 
PRODUCTS OF MINES: Total... sve.s.0ns.ssccecacss 532,398,943 
Bituminous coal 287,235,288 
Clay, gravel, sand, and stone 102,677,414 
Tron. ore: . 3.-<h)! 52,739,885 
Anthracite coal. . 48,823,014 
SOIRELE, Catia acs ROR ER cd RES ena RE ee aan ae a 15,437,961 
Other ores“and concentrates 4.25. 0c es cere hese 9,077,415 
Srudespetroleam c5. lod cules slat ec bebe cn ecb eens 5,935,997 
HRODUGTS OF MORESTS: Lotale..) fe 0s. te ald oh tle 89,071,085 
Lumber, timber, box shooks, staves and headings... 43,512,275 
Logs, posts, poles and cord wood..........-...... 35,633,637 
SS Se 
MANUFACTURES AND MISCELLANEOUS: Total... .... 220,445,310 
Refined petroleum and its products............... 30,863,324 
Bar and sheet iron, structural iron, and iron pipe... 22,168,863 
(CERNE ce ceey ch cee OPO Oe De ae nea 18,454,450 
Brickiand artificial’stone 0.17.20) )5i.6.. ccna. 15,606,849 
MTOM ADU ATIG BLOOM! cc on, ois «\e\ <i dteccus 4 Ak ocra occe 9,991,387 
Chemicals andséexplosivesi2s ds 5. Jase desis sc edues 7,535,197 
Mermaliirzers (alli Kinds) iia. 5 cbictecccc Ges 6 a prea. ove 6,817,946 
(HE i Seats OC aD OEM Cre -0 5 acai Cap ORERCR CR Ca Re ac CER REE nae 5,208,853 
EMevEM INASUED maT eles te cater gene on ns 5,192,614 
Sugar, syrup, glucose, and molasses............... 5,091,438 
MERCHANDISE—AIl! L.C.L. freight.................. 43,176,746 
Granp Totrat—Carload and L.C.L. traffic..../. I,023,100,578 


Fig. 5.—Summary of Freight Commodity Statistics of Class I Roads for the 
Year ended December 31, 1922, showing Chief Commodities Hauled 
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was mentioned. Commodity statistics are very necessary. 
Fortunately the Commission compiles them quarterly in some 
detail. From this source comes the table in Fig. 5, showing 
the most important items in railway tonnage. 

Mines furnish the largest tonnage, with bituminous coal 
leading. Few persons realize how large a tonnage consists of 
anthracite coal and petroleum products. 

Probably no uninformed person could answer correctly the 
question, What commodities yield to the railways the highest 
and the lowest revenue per ton? The average revenue per ton 
in 1922 is shown for 10 commodities in the following table 
based on 1922 tonnage at 1923 rates: 


HicH REvENUE CoMMODITIES Low REVENUE CoM MODITIES 
Poultéy.. ban Sou See $34.74 Logs and: poests*.<<<<eussr ess $0.96 
Gitrus, Olt) cc cas whee Sa 31.20 Clay, gravel and sand ....... 1.03 
Automobiles. ot. csc. cues ene 25.27 f(s a a Be eee ee 1.13 
GES oan Ween Sean eS enie an 24.40 TrOnn OTE. = Sack Sica ences 1.33 
Non-citrus fruit ........... 23.49 Other ores and concentrates . 1.83 


It is obvious that the commodities which yield the lowest 
tevenue per ton are among those which move in the largest 
volume, and vice versa. 

The average revenue per ton was $3.67 for carload freight 
and $7.23 for less-than-carload freight. Wheat averaged 
$4.82 per ton. 


Seasonal Variation and Normal Growth in Railway 
Freight Traffic—One of the most important requirements for 
the correct handling and interpretation of railway statistics is 
due allowance for the usual seasonal variation that is found 
in railway traffic and earnings. It is also important in some 
cases to make allowance for the normal growth in traffic. 

The author has determined that normally railway tonnage 
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varies from month to month each year in approximately the 
ratios shown in Fig. 6. 


“120 


Feb. Mar. Ape May * Jun. dul. Aug. 


peel eed le le Le pao 


Fig. 6.—Normal Seasonal Variation in Railway Tonnage 
(Monthly average of year =100) 

The outstanding facts are that the traffic usually reaches a 
peak in October and falls to its minimum in the short month 
of February, with an irregular ascent and descent between the 
two months. This is chiefly attributable to the large volume 
of grain and coal in the autumn months. 


Car Loadings as Index of Traffic_—The most readily avail- 
able index of railway traffic is the number of cars loaded, 
which is ascertained weekly by the American Railway Asso- 
ciation. How closely this figure corresponds to the usual 
variation in tonnage appears in the graph in Fig. 7, showing 
total weekly carloadings and the number of cars short of re- 
quirements, surplus cars, and bad-order cars for three years. 

The only difference between the trend of cars loaded and 
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Dcc¢ h cayl@lom io. tate AS 
a oak ak fas i br ee te) eee 


THOUSANDS OF CARS 


igs 7 ae eon Surplus, Bad-Order, and Total Loadings of 
Freight-Cars 


the tonnage lies in the varying number of tons per car. The 
size of the carload varies from month to month and from 


year to year, as appears in the following table, which shows a 
range of from 25 tons to 31.2 tons: 


, 
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Net Tons rer Loapep Car 


Month 1919 1920 1921 1922 
Mera sere ce ce, 29.0 28.3 30.2 27.6 
RGD =. atv ee O47) 9) 28.3 28.4 28 3 
WHI Pe ae ee ee 27.6 28.1 27.2 277 
ANGI CS, Me Pike, i Su one 278 28.3 26.9 24.4 
IMATE a ae 276 28.2 27.7 25.0 
J Rete YER) 2 area 27.5 28.8 27.6 25.4 
TRL AS Ea ore 27.8 29.5 27.5 25.0 
DOES a net eee 28.0 29.8 27.4 26.3 
DEDixs eiriaiecke est: 28.3 30.0 27.1 27.3 
‘Dea Se aie eae eae 28.0 29.9 278 2TT 
INOWesceg Sivegsliete ees 26.2 20.5 27.2 28.2 
Bees Gk One ore 27.7 20.2 26.8 28.6 


By taking the product of cars loaded and tons per car, a 
close approximation to total tons hauled may be secured month 
by month. This figure can then be “corrected” for seasonal 
variation by reducing it to the form of an index number and 
taking the ratio between it and the normal seasonal index. 


Estimating Annual Rate of Earnings.—One of the appli- 
cations of the idea of seasonal variation is in estimating the 
annual rate of net earnings from the returns of a single month. 
If 5.4% of the railway’s annual earnings usually are made in 
February, and the actual February earnings are $540,000, then 
the earnings are at an annual rate of $10,000,000. The per 
cent on investment can then readily be computed. The normal 
monthly percentages that the net earnings of each month bear 
to the whole year, as Geceuriines by the Bureau of Railway 
Economics, are: 


Tari wpeers sage 5.790 tly s/c Be 8.9% 
1a ogee ere 5.4 Aug. 10.4 
Marny tees 7.5 Sept tiia.e. 10.8 
NDTIS aisyete's 6.7 OCtauiite ec 11.2 
INE AN re Serres A IN OWereee ee tates 9.4 
Vand kas 2 
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Estimating Normal Growth of Traffic._—The rate at which 


railway tonnage has grown during a series of years gives us 
the basis for estimating normal growth. The facts are shown 


Revenue Tons in Millions 


Revenue Net Ton-Miles in Billions 


—————_—Fiscal ase Calendar Years 


Fig. 8.—Chart Showing Upward Trend of Traffic since 1890 


(The ton-mile curve is taken from a graph prepared by the Bureau of Statistics of the 
Interstate Commerce Commission.) 


in the graph in Fig. 8, which shows at a glance that there has 
been a fairly regular upward trend both in tons and in ton- 
miles. 


Whether. the trend of normal growth is best indicated by 


a straight line or by a curve as shown in the graph, is not. 


clear. In general it may be said that total tonnage has grown 
at an average rate of about 59,000,000 per year, and that ton- 


Ch. 4] OPERATING AND TRAFFIC STATISTICS 73 


miles have increased at the rate of about 9,375,000,000 per 
year. The growth in tons has been less rapid than that in ton- 
miles, which reflects the fact that down to 1922 the average 
haul increased in length. This may be due partly to a loss of 
short-haul business to motor trucks and partly to a larger 
proportion of eastbound transcontinental traffic. In the 
future it is not unlikely that the rate of normal growth will be 
somewhat less rapid. The upward trend during the last ten 
or twelve years has not been so sharp as it was on the average 
from 1890 to 1914, and traffic will have to increase greatly 
if it is to come up to the old line of normal growth. This 
whole question is of importance in forecasting traffic. 


Traffic as Related to Production—How closely railway 
tonnage is related to the total volume of production is shown 
in the graph in Fig. 9, which compares an index number of 
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Fig. 9.—Railway TeKnkee and Production in Industry 


Railway tonnage and basic industries production corrected for seasonal variation. 


Railway Tonnage. 

— — Production in Basic 
Industries. 

+--- Production of Manv- 


oe ee 


railway tonnage from which seasonal variation has been elim- 
inated, with indices of production in basic industries and in 
manufactures prepared by the Federal Reserve Board. 


CHAPTER V 
RAILWAY ACCOUNTS, REVENUE, AND EXPENSES 


Importance of Railroad Accounts.—It is impossible to get 
at the vitals of any business without some knowledge of its 
accounting methods and of its chief sources of income and 
expense which the accounts show. A short discussion of rail- 
way accounts is, therefore, of interest and importance. It will 
give a better knowledge of the railway business and its various 
phases; it will be of practical value to the investor in railway 
securities and to students of railway statistics; and it will both 
throw light on the trend of some special problems of public 
utility accounting and show how important accounting control 
is in connection with the regulation of railway rates and in 
protecting railway credit. 


Railroad Accounting System.—We will not go into the 
history of the steps by which the Interstate Commerce Com- 
mission came to exercise greater and greater control over 
railway accounting. Suffice it to say, that since 1907 the rail- 
ways have been required to keep their accounts according to a 
system drawn up by the Interstate Commerce Commission 
after much conference with the accounting officers of the car- 
riers. The accounts must be uniform and no books are 
allowed except those approved by the Commission. In 1914 
the Commission put out a revised classification of accounts and 
greatly strengthened its control over accounting matters. 

The main headings of the Commission’s accounting system 
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for railways are shown in the following outline, together with 
the approximate average pezcentages which the several items 
form of their respective totals. The outline will give the reader 
‘a bird’s-eye view of the whole system, showing how the various 
items of revenue and expense are brought together in the 
income account, how the income account leads up to a gain 
or loss, which in turn is transferred to the profit and loss 
account, and how the surplus or deficit shown by the profit and 
loss account is finally transferred to the balance sheet which 
shows the assets and liabilities at the time when it is drawn up. 


REVENUE AND EXPENSE 


Operating Expense Approximate Operating Revenue Approximate 
% of Total : % of Total 
Maintenance : Transportation : 
Way and Structures ...... 17.0 Rail Line: 
Egaipment 2%,.%22.0)/. 4.5... 26.0 Hireight: 525/43. fsc0d See 70.0 
Mideast oma nape c'< cwvs's oe ware oe ys 2.3 Passenger. ss casceatree nels 20.0 
Transportation : Express shel. seals e eiete 26) 
Fed TISITIG ceccavaceserere's: sake} sie ate 50.0 Mail sen hiade cas oe eee 1.6 
Waters Wine tec. oocm s'e'e es. 3 O theta article sone eae 2.0 
Miscellaneous Operations .... 1.2 
General Expense .........-. 3.5 Total ..cseceeescnees 97.2 
Water Line: 
ENOtalaanewtes «cee ects 100.3 Freight 3 
a : for t*é‘t~‘té‘aR MHL Cw eee eee é 
Deduct Ue ae ae Passengef. (0. ...0<52.2% .04 
Investment * ..---+++++s0+s 3 Othereaner. cronies sc :01 
PR Gtale risks aces 35 
Incidental : 
Demurrage: .f7..aecceeee ee 5 
Dining and Buffet ....... 5 
Othetrae a. icohretue Coes 1.5 
MO tali terre leet cr longs 2.5 
Joint Facility: 
Debitsieee te aes sce tee —.03 
Greditsmadshiaccitiewcnme ees 14 
OPA etcsals: ceishiser ideas 13 
aIGOtall) sieecsreeste omheiale << 100.0 Total Operating Revenue 100.00 


een tttEEIEEEEEngSS nn 
* Transportation of company freight chargeable to capital account. 
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IncomME ACCOUNT 


SS 


+ Railway Operating Revenue (as above) 
~ Railway Operating Expense (as above) 


Net Railway Operating Revenue 
— Taxes (Railway Tax Accruals) 
— Uncollectable Railway Revenues 


Railway Operating Income 
+ Miscellaneous Operating Income 


Total Operating Income | ; 
+ Non-operating Income (hire of freight cars, rents, profit on separately 
operated properties, dividend income, etc.) 


Gross Income 
— Deductions from Gross Income (rents and interest paid, loss on sep- 
arately operated properties, income 
transferred to other companies, etc.) 


Net Income wa : 
— Disposition of Net Income (appropriations for reserve funds, dividends, 
etc. ) 


Balance transferred to Profit and Loss 


ProFit AND Loss AccouNT 


Debits 


Debit Balance 
period ) 

Balance from Income Account 
(if a deficit) 

Appropriations of Surplus (divi- 
dends, investments in physical 
property, etc.) 

Loss on Retired Road and Equip- 
ment 

Delayed Income Debits 

Miscellaneous Debits 

Total 


(beginning of 


Credits 


Credit Balance (beginning of 
period) : 

Balance from Income Account 
(if a surplus) 

Profit on Road and Equipment 
Sold 

Delayed Income Credits 

Unrefundable Overcharges 

Donations 

Miscellaneous 


Total 


$e 


Balance carried to Balance Sheet 
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BALANCE SHEET (Condensed) 


oS SSS es, 


Assets Approximate : Liabilities Approximate 
2 % of Total % of Toral 
INVESTMENTS: Stock: 
Road and Equipment ..... 65.0 CapitalStock S.ys4.55, ee 
sinking Funds ...:...5.... 0.1 Premium on Capital Stock 
Investments in Affiliated ‘Hotalieennoenen ee 31.0 
Companies Bispeiehaceliovclaietedese 16.5 GRANTS IN AD OF Con- 
(Other items. ...c.c.am. oss 5.4) STRUCTIONS Mietiaac. sates .02 
EL Otalnaeremirere oo cee tee 87 Lonc-Trrm Dest: 

Current Assets: wae Funded Debt Unmatured .38.8 
He eee 5 Receiver’s Certificates ....  :0 5 
Special’ Deposits ...:...... 25 Non-Negotiable Debt to 
Materials and Supplies ... .03 Affiliated Companies .. 1 
Miscellaneous Accounts 

IReceivableim@ = 52.22 305 os 2.6 Dota nsciney tases 20 

(Othersitems ce. a cccche ees sacs 62) Current Liapizities: 
1 — Loans and Bills Payable .. 1.7 
ML otalieseac.-ns ceases « 4.0 Interest Matured Unpaid.. 

DeErerrep Assets: 7.4 Funded Debt Matured Un- 
poeiriet Pabst? S eee WORE Pees cate ore ret ae ie 
(Working fund advances, Dividend Matured Unpaid, 
etc. ) ; CLOT a isiareg setae ec acices 

Unapjustep Desirts: Ota Ne oe 4.2 
Discount on Capital Stock 
Discount on Funded Debt DEFERRED LIABILITIES ...... 7.8 
Other Unadjusted Debits .. 1.3 Unapjustep Crepits: 

6 Premium on Funded Debt 
ph otalyes-. sis octets 2710018 Ta Operating Reserves ...... 
Accrued Depreciation .... 3.6 
Other Unadjusted Credits 1.6 
LOtaliy: vis seistas es ootee 5.3 
CorPORATE SuRPLUS  (re- 
serves, profit and loss bal- 
ANCES eLCa me ein ne sien ee in7 
PROTA MASSES fs aa 03 100 ToTaL LIABILITIES ..100 


Operating Expense—Maintenance.—At least five main 
divisions of the Commission’s accounting system may be dis- 
tinguished, which will be discussed in the following order: 
operating expense, operating revenue, income account, 
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profit and loss account, investment in road and equipment (in 
the balance sheet). | 

Under the heading of “operating expense,” it is probably 
safe to say that the chief problems have concerned the item of 
“maintenance” which covers repairs, depreciation, and re- 
placements of railway property. Often expenditures under 
these heads do not have to be made at any particular 
time but may be hastened or postponed. Consequently the 
amount expended during any given period is more or less 
optional and a matter of policy. Moreover, maintenance ex- 
penditures may be more than sufficient to maintain the value 
of assets and may result in the building up of a surplus reserve 
‘in the property. 


‘3 


Depreciation—Two great improvements in maintenance 
accounting have been made by the Interstate Commerce Com- 
mission. The first of these concerris “depreciation.” For- 
merly the railways generally kept only two accounts—“repairs”’ 
and “replacements and renewals.” Thus, no clear-cut allow- 
ance was made for mere depreciation, which is the cost of 
wear and tear of plant and equipment; and the expenditures 
for replacements made might be more or less than what would 
be required to cover such wear and tear. This resulted in a 
confusion of capital and income, and, on the one hand, in- 
vestors were often injured by charging the additions to capital; 
while, on the other hand, the public was injured through a 
showing of incorrect expenses by padding costs with “addi- 
tions and betterments’ that should have been charged to 
capital account, the practice resulting in higher rates. 

The Commission, however, has not yet prescribed the rates 
of depreciation which may be charged on different classes of 
railway property and considerable latitude accordingly exists 
in the amount of depreciation charged. In retiring old equip- 
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ment, also, the railways can exercise their own judgment and 
by early retirement or prolonged use they can, to some extent, 
determine the life of their equipment and thus affect depre- 
‘ciation charges, 


“Joint Facility” Accounts.—The second great improvement 
which affects maintenance accounts lies in the handling of 
“Joint facility” accounts. When two or more railways use the 
same terminal or track, the original charge for maintenance 
of such terminal or track is made in the books of the company 
which owns or is responsible for the property. The other road 
or roads are charged for the use of the property, and the pay- 
ment received by the owner road is carried to its “joint facil- 
ity” account as a credit. The road or roads which make the 
payment debit their joint facilities accounts. Thus, a correct 
statement of the total operating expenses of all railways is 
preserved, while formerly there was often a duplication from 
adding together the maintenance expense of the owning road 
and the rental expense of the road hiring the use of the 
property. 
: In this connection, it is of some practical importance to 
note that the maintenance-of-equipment expenses of any rail- 
way may be affected by the prevailing practice of hiring equip- 
ment. On cars of some “foreign” road which are used by a 
railway, rental is paid which is probably enough to cover 
ordinary repairs, as well as interest and depreciation. Never- 
theless, the actual expenditure for ordinary repairs is made by 
the owner of the car and the rent paid by the user cannot be 
credited to the car repairs account. It follows that the road 
using much foreign equipment ordinarily has a relatively lower 
car repair expense item than one which more nearly supplies 
all its own equipment. This point should be considered in 
any comparison of the maintenance-of-equipment expenses of 
various roads. 
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Other Classes of Expense.—Average maintenance expense 
constitutes over 40% of the total operating expenses, and 
average transportation expense over 50%, as reported in the 
Interstate Commerce Commission’s Statistics of Railways in 
the United States. Traffic expenses on the average only 
amount to about 2.5% of the total. It must be remembered, 
however, that there is no clear line of demarcation between 
these various groups. For example, when materials for main- 
taining its road or for repairing its equipment are hauled by 
a given carrier, a large part of the expense of the haul is not 
distributed between maintenance and transportation, and is 
mostly charged to “‘transportation—rail line.” Similarly, the 
expense of hauling fuel for developing power in a shop used 
to repair equipment does not appear to be charged against the 
shop. Of course, the general expenses (about 3.5% of the 
total) are incurred for the operation of the railway, and since 
they are not distributed, the true totals for the three depart- 
ments, maintenance, transportation, and Bo are not com- 
pletely worked out. 


Gross Operating Revenue——We come next to the operat- 
ing revenue account, which embraces all earnings from the 
movement of freight and passengers, and from transporta- 
tion service related to such movement. It includes not only 
actual current receipts but also accruals, that is, items due but 
not received during the period covered by the account. Con- 
cerning operating revenue in general, we will merely state that 
“absorbed expenses,” such as bridge and ferry arbitraries and 
switching and terminal service charges, are deducted directly 
from revenue. When an originating carrier quotes a rate 
which covers delivery by some connecting carrier, it “absorbs”’ 


the charge of that connecting carrier and deducts it from its 
gross revenue. 


1 See below, page 488. 
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Over 97% of the revenues of the average American rail- 
way come from “transportation-rail line,” and over 90% 
come from the transportation of freight and passengers. 
‘ Other items, roughly in the order of their importance, are 
express, mail, switching, milk, excess baggage, sleeping-cars, 
etc. ““Transportation—water line” on the average brings in less 
than 1% of the total operating revenues of railways. This 
item only includes boat lines which might be operated separ- 
ately; that is, it does not include ferries, car floats, etc., 
necessarily operated in connection with track terminals. 

“Incidental” operating revenue which comes from the 
operation of dining-room, storage facilities, stockyards, etc., 
and from demurrage charges collected, is only about 2.5% of 
the total operating revenue. Under this head there is included 
an item called “rents of buildings and other property,’ which 
illustrates the difficulty of classifying railway operations. 
Really this item represents “income’’ rather than earnings 
from operation, but it is practically impossible to distinguish 
the payment for such service charges as heat, light, and 
power from the pure rent item. 


Net Operating Income.—When operating expenses are 
deducted from operating revenues, the net operating revenue 
which remains is the main part of the “income account.’ The 
railway’s income account is a statement of debits and credits 
arising from all its business transactions during a given period, 
including both operating and non-operating accounts. The 
income account is, therefore, not confined to operation, for 
its purpose is to show the net income from all sources. 

In the first place, from the net operating revenue there is 
deducted an item called ‘“‘tax accruals.” This item is not 
treated as a part of fixed charges along with interest and rent, 
but is more closely associated with operation. On the other 
hand, neither the owners nor the operators are responsible for 
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their tax bill and consequently it is shown as a separate item. 
The balance, after deducting tax accruals from net operating 
revenue, is called “railway operating income.” 


Non-Operating Income.—To the total operating income 
we must add the non-operating income to arrive at “gross 
income” from all sources. The non-operating income consists 
chiefly of rentals, dividends received, and payment for the use 
of equipment. The item of “dividend income” and also “in- 
come from funded securities” are among the most important 
ones under the heading of non-operating income. Many rail- 
ways are holding companies having as important and perhaps 
their main assets the securities of other companies. Their 
relations with their subsidiaries may be vital, and in some 
cases the net income of the group must be considered to get a 
true picture of the situation. It may be that dividend income 
is a large part of the total income as in the case of the Union 
Pacific, which in one year had a dividend income amounting 
to over $11,000,000, against net operating revenue of $31,- 
000,000. 

One point to consider in examining a railway company is 
whether income from dividends or funded securities is being 
credited without being actually earned. For example, it ap- 
pears that the Denver and Rio Grande has owned a large 
amount of the second mortgage bonds of the Western Pacific 
and that it once credited a large item of accrued interest on 
its bonds as income. The interest on the bonds, however, was 
not actually paid and had to be carried as a “deferred asset.’ 
This is a dangerous practice and may result in financial em- 
barrassment if the income is not paid. 

Income from separately operated properties is another. item 
of non-operating income and requires watching, largely 
because there seems to be no sufficiently clear provision for 
handling deficits of separately operated subsidiaries. An im- 
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portant subsidiary of the Illinois Central is the Yazoo and 
Mississippi Valley, which subsidiary sometimes shows a deficit. 
The controlling company, however, unless there is some defi- 
“nite arrangement, is not required to carry such a deficit to its 
books and apparently may show it under the heading of “mis- 
cellaneous income charges.” Sometimes, there is an agree- 
ment or contract between two companies, providing that one 
shall be responsible for the deficits of the other. In this case, 
the amount of the deficit is treated as a “deduction from gross 
income”’ and is entered by the responsible company under the 
head of “‘separately operated companies—loss.” The item 
should then be carried by the company which receives the 
guaranty as “contributions from other companies” which is an 
item of non-operating income. 

Finally, from gross income certain “deductions” are made 
to cover rents and interest paid and losses. These are purely 
financial matters, not connected in any direct way with the 
operation of the railway proper. It is to be noted especially 
that rents paid, like interest paid on bonds, are not treated as 
operating items but as items pertaining to property which does 
not bear the risks of operation. 

Before transferring the balance of the income account to 
profit and loss, part of the net income must be disposed of in 
various ways, such as payment of dividends, or application to 
sinking funds or other reserve funds. Such dispositions are 
those normally required to maintain the credit of a company 


and keep its property intact. 


Profit and Loss Account.—This brings us to the profit 
and loss account, which is a statement of debits and credits 
designed to show the surplus or deficit of the company as 
affected not only by the income of a given period but also by 
accounting adjustments not attributable to the period. More- 
over, the profit and loss account embraces any dispositions of 
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net profits which are optional and a matter of policy, and 
miscellaneous gains and losses not provided for elsewhere. 

Probably the items which most require discussion are the 
various appropriations of surplus provided for in the profit 
and loss account. In the first place, we note that a railway 
may pay dividends or extinguish discount on its securities sold, 
either by charging net income or by charging profit and loss. 
Dividends, for example, might exhaust net income available 
and so make it necessary to draw on the surplus shown in the 
profit and loss account. This is in accordance with the dis- 
tinction made under the Interstate Commerce Commission’s 
system of accounting between appropriated surplus (i.e., 
amounts set aside and invested in physical property) and 
profit and loss balance. 

It has long been the practice in American railway finance 
to put back a part of current net income into the property with- 
out directly capitalizing such sums by issuing stocks or bonds. 
In England, where conditions are more stable, it has been cus- 
tomary immediately to capitalize investments in physical pro- 
perty; but in America, where there are greater fluctuations 
in the railway business, it has been the custom to appropriate 
surplus for making additions to railway property without in- 
creasing the capital liabilities. Phis is, in a sense, the most 
conservative policy. It creates a surplus in the property which 
may be drawn upon in lean periods. Thus, the Chicago, Bur- 
lington and Quincy in 1920 asked permission from the Inter- 
state Commerce Commission to issue $60,000,000 in additional 
common stock as a transfer of surplus to capital account. — 
Also, it asked to issue a large amount of bonds to reimburse 
its treasury for funds that had been expended in additions and 
betterments. In short, the company then proposed to transfer 
from appropriated surplus to profit and loss balance and thus 
to its balance sheet, large sums which it had put back into its 
property without capitalizing them. 
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Clearly, it is highly important to the investor and to the 
student of railway finance closely to scan “appropriated sur- 
plus” for the purpose of finding out the policy pursued by any 
- railway and learning if any surplus has been accumulated in 
the property concerned. Also, in the past, losses have been 
concealed, since the expense of acquiring new lines and of 
reorganizing has been charged to this account—sometimes 
under the head of “discount on securities.’’ Thus some years 
ago, the Atchison, Topeka and Santa Fe carried in its balance 
sheet an item of over $95,000,000 as “‘cost of road and appur- 
tenances” but of this amount over 40% covered discount on 
bonds, reorganization expenses, etc. 


Balance Sheet—Investment in Road and Equipment. 
—This brings us to the balance sheet and to the account known 
as “investment in road and equipment.” <A railway balance 
sheet has the form usual in progressive corporation account- 
ing. The chief problems arise from the very large proportion 
of fixed capital involved in investments in railways and the 
complicated intercorporate relations among controlling com- 
panies and subsidiaries. These problems are made more acute 
by the fact that railways are public utilities which have to 
operate continuously in order that society may exist. 

By far the most important single item among the assets 
of the balance sheet is investment in road and equipment— 
about 65% of the total assets—and here the problem is to have 
reflected in the accounts the true amount of capital invested 
in the physical plant. No intangible items, such as. cost of 
development, are included. Formerly, the true investment 
account was not maintained, and it was frequently the case 
either that profits were concealed by inflating the current 
operating expenses through not charging property additions 
and betterments to capital account, or by a false showing of 
net revenue through capitalizing expenditures that should have 
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been charged to current operation. By accurate definition and 
classification of accounts the Commission has greatly decreased 
manipulation and done much to safeguard both the credit of 
the railways and the interests of investors. At the same time 
the efficiency of railway operations has been increased. 


Additions and Betterments.—Probably the most important 
step in this direction came in the handling of ‘‘additions and 
betterments.” In the first place, the original construction 
account has been sharply distinguished from additions and 
betterments. The original construction account covers the 
purchase of right-of-way, the construction of road bed, track, 
etc., the purchase of locomotives, cars, floating equipment, etc., 
and general expenditures prior to the transfer of the new road 
to open line work. These general expenditures include organ- 
ization, general office, and legal expenses, taxes, and interest 
during the period of construction. All the items must be on 
a cash basis, and where stock and other considerations are 
given for property, they are to be valued on a current cash 
basis. 

Additions and betterments, on the other hand, include new 
construction and extensions after the road begins operation. 
Additions properly represent the cost of adding to the quantity 
of existing railway facilities—more tracks, more ties, more 
cars. Betterments represent the cost of improvements in exist- 
ing facilities, as by substituting heavier rails and steel tired 
wheels for cast iron. By “extensions” is meant the cost of 
constructing or purchasing property used to enlarge the terri- 
tory served by a railway. 


Renewals.—Having thus distinguished new construction 
from the original cost, it remains to work out more completely 
the difference between those expenses which are merely re- 
newals and which are therefore chargeable to Operation and 
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those which are properly additions or betterments and there- 
fore chargeable to capital. As already observed, this is partic- 
ularly difficult where there is such an enormous and complex 
‘mass of fixed capital as there is in the railway investment 
account. 

When materials are currently consumed, as for. example, 
fuel and oil, they are properly charged to expense; but when 
not currently consumed, the question arises, Is the cost in- 
curred merely to renew an item already in the capital account, 
or does it add to or better such an item? The Interstate Com- 
merce Commission rule provides for charging to cost all ex- 
penditures for replacing items with others of the same kind 
as those already in use, even if they have to be bought at an 
increased price. Such expenditures represent renewals. If, 
however, items of an improved kind are purchased, the rule 
is that ‘the cost chargeable to the accounts of this classification 
is the excess cost of new parts over the cost at current prices 
of new parts of the kind retired.’ That is, the difference 
between the cost of the old kind and the new kind is charged 
to capital account, and part of the expenditure is therefore re- 
newal cost and part additions and betterments. 


Occasion for Additions and Betterments——Two questions 
which come up at this point for consideration by the economist 
concern the occasion for making additions and betterments. 
Let us suppose that some monumental station or luxurious 
passenger coaches or expensive safety devices, none of which 
increase net earnings, are installed by a railway company, and 
that the installation is made in response to the compulsion of 
legislation or of public opinion. Here the investment is in 
excess of economic requirements and is compulsory. In such 
cases there is a strong argument for charging the additions 
and betterments, in part at least, as operating expenses, thus 
making the public pay currently for the satisfaction of their 
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extraordinary demands. Another case concerns expenditures 
which merely serve to bring a backward railway up to the 
general competitive level. Such expenditures might be made 
by some weak line which had not been able to keep its track 
and equipment up to those of its competitors. It is argued 
that in this case the expense should be charged to revenue, on 
the ground that the improvements made are not additions and 
betterments in a general sense but are the cost of making cur- 
rent operation effective. The best opinion seems to be that 
such expenses are really delayed construction or purchase of 
equipment. Clearly, expenditures which increase the com- 
petitive efficiency of a line are additions and betterments and 
represent increased capital. 


Retired or Abandoned Property.—Closely connected with 
the foregoing subject is the handling of property retired or 
abandoned in cases which may be called reconstruction. If 
any such property, say a building or a locomotive, is retired 
or abandoned without being replaced, it is charged against 
surplus. It does not represent any future maintenance expense 
and must therefore be written off the capital account. If, 
however, the property is replaced, as when 30-ton freight cars 
are substituted for 15-ton cars before the latter are worn out, 
the abandoned property is charged to operating expense and 
credited to the appropriate account under investment. Pro- 
vision is made to lighten the load when an extraordinarily 
large item, which would unduly burden operating expenses, 
arises. 


Investments in Affiliated Companies—lIn introducing the 
subject of the balance sheet (page 85) it was stated that one 
of the difficulties in the case of railways is the prevalence of 
complicated intercorporate relationships. Investments in the 
stocks and bonds of affiliated companies is an important item 
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(16.5% of the total assets) and is an item which often re- 
quires scrutiny. The investor in railway securities needs to 
inquire into the revenue-producing power of the properties 
concerned and into the value of traffic interchanged with sub- 
sidiaries and controlled lines. The book value of the invest- 
ments may not be justified by the answers to these inquiries. 

Another point to consider is the nature of interest and 
dividends receivable under the heading of current assets. 
Under Interstate Commerce Commission rules, a carrier may 
count as an asset dividends and interest accrued, even before 
declared or paid. This item, however, should not include any 
sums the payment of which is not reasonably certain, but in 
practice it may represent interest payments or dividends on 
securities of subsidiaries which are hoped for but not seen. 
When this is the case the item really belongs under the head of 
“other deferred assets,’ under which are properly included 
more doubtful items. Again, this item should not include 
interest or dividends on securities of any companies whose 
rates are guaranteed. It is an old trick of corporation finance, 
too often practiced by railway companies in the past, to 
advance finds to an affiliated company whose bonds are 
guaranteed or whose stock is controlled, and then draw back 
the advances as dividend income under the heading of non- 
operating income. Accordingly, suspicions are justified when 
there is large increase in “advances” at the same time that 
“non-operating income”’ increases. 

Doubtless it is to be remembered that control is often 
acquired over roads for the traffic and competitive advantages 
rather than for the income to be secured from the controlled 
properties, but ordinarily “investments in affiliated companies” 
should bear some reasonable relation to income from dividends 


and funded securities. 


Part II—Railway Geography 


CHAPTER VI 
RAILWAY GROUPS—NEW ENGLAND ROADS 


Railway Geography Important.—The phase of transporta- 
tion which is next to occupy our attention might be called 
railway geography. The next few chapters deal with several 
of the important railway regions into which the country is 
divided, discussing the traffic and operating conditions which 
characterize those regions. 

Too little attention is paid to the railway as a factor in 
geography. The traditional emphasis of political boundaries, 
capitals, and the like, still prevails. A moment’s thought, 
however, will convince any progressive mind that the railway 
occupies a prominent, if not the first, place in geography. 
Cities nowadays develop and grow according to their railway 
connections—are even located with reference thereto. The 
commerce and travel by river and highway are negligible in 
comparison with transportation by railway. More than that, 
the boundaries of traffic territories are in many respects more 
important than the boundaries of states; nor do the boundaries 
of such territories always coincide with state lines. Indeed, 
the greater part of our commerce—well over 75%—is “‘inter- 
state,” and the railway has been a potent factor in the process 
which is often referred to as breaking down state lines. At 
the same time, the railways have established new lines which 
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bound certain territories within which the traffic problems are 
more or less similar. 

It is of high practical importance, therefore, from every 
point of view, that there be a good understanding of the rail- 
way situation in the different parts of the country. As already 
indicated, from a mere geographical point of view, the subject 
is vital, and it may be predicted that the time will come when 
school children will hear more of the Pennsylvania. system 
or the Union Pacific and less of the Mississippi River and the 
boundaries of Nevada. From the point of view of the shipper, 
the subject has practical value as furnishing the basis for an 
understanding of traffic and rate problems. The student of 
public affairs and of the relations between the carriers and the 
government must be versed in the peculiar railway operating 
and traffic conditions in different parts of the country, for 
those differences are so great as to make uniform treatment 
impossible. 


Railway Groups—Geographical Divisions.—Railways may 
be grouped according to their geographical location and ac- 
cording to their traffic and operating characteristics. They 
may also be grouped according to ownership. : 

Geographically, the railways of the United States are often 
divided into three great groups—the Eastern, Southern, and 
Western—and this grouping is used by the Interstate Com- 
merce Commission in presenting statistics. It also corresponds 
to the classification territories which are used by the railways 
in making rates. As the names indicate, the Eastern District 
includes all those lines east of the Mississippi and north of the 
Ohio; the Southern District includes all roads east of the 
Mississippi and south of the Ohio; the Western District in- 
cludes all roads west of the Mississippi. 

The three main districts are in turn subdivided by the In- 
terstate Commerce Commission as shown in the following 
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outline, in which a few typical carriers are mentioned to indi- 
cate more vividly what each subdivision covers. 


Eastern District: 


New England region.,...... New York, New Haven, and Hartford; 
Boston and Maine. 
Great Lakes region......... New York Central; Erie; Delaware, Lack. 


: awanna and Western. 
Ohio-Indiana—Allegheny 
LELION ceo aca doers: hose Pennsylvania; Baltimore and Ohio; Central 
: ¥ of New Jersey. 
SouTHERN DistTricr: i 
Southern District (excluding 


Pocahontas region)....... Atlantic Coast Line; Louisville and Nash- 
; ville; Illinois Central. 
Pocahontas region.......... Chesapeake and Ohio; Norfolk and 
Western. 


WESTERN DISTRICT: 


Northwestern region........ Chicago and Northwestern; Great North- 
ern; Northern Pacific. 

Central western region...... Atchison, Topeka, and Santa Fe; Union 
Pacific; Rock Island. 

Southwestern region........ Missouri, Kansas*and Texas; Southern 


Pacific; Missouri Pacific. 


The foregoing classification is self-explanatory except that 
it should be noted that the Pocahontas group which occupies 
the northern part of the Southern Territory is chiefly dis- 
tinguished by the soft coal traffic which predominates within 
it and from which it gets its name. 


Groups Based on Traffic and Operation.—F rom the point 
of view of traffic and operation, the railways of the United 
States are ordinarily grouped into territories which conform 
to some extent to the geographical grouping. The various 
classification and rate-making territories will be mentioned in 
the chapter dealing with classification and rates. Here we are 
concerned with the groups of railways which are distinguished 
chiefly by such territorial differences as affect traffic and 
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operation. From this point of view we find the following 
groups : 


1. The New England Roads (occupying the New England states). 

2. The Trunk Lines (extending from New York, Philadelphia, 
and Baltimore to Chicago and St. Louis). 

3. The Anthracite Roads (extending from the anthracite coal 
fields of northeastern Pennsylvania to tidewater). 

4. The Pocahontas Roads, or “soft coalers” (extending east and 
west from the soft coal fields of West Virginia). 

5. The Granger Lines (mostly radiating west and northwest from 
Chicago). 

6. The Southern Roads (occupying the southeastern section of 
the country). 

7, The Southwestern Roads (running southwest from Chicago 
and St. Louis). 

8. The Transcontinental Roads (extending from various central 
western points to the Pacific Coast). 


These different groups will be discussed in the chapters 
which immediately follow. Here it is sufficient to state that 
each has its traffic peculiarities which cause differences in oper- 
ation and in earnings, and that these differences often find 
expression in the way the prices of the securities of the carriers 
move. Within each one of the groups mentioned there might 
be established certain subgroups, but underlying similarities 
still justify the larger groups. 


Groups Based on Ownership.—From the point of view of 
ownership, railway groups are continually shifting. Such 
groups as the “Hill roads,” the “Harriman roads,” and the 
“Morgan roads” have been prominent in the past, but with 
the death of the individuals whose activity dominated the 
organization these groups have been largely broken up, 
although traces still remain. Other groups have succeeded 
them, one of the latest being the Van Sweringen group which 
includes certain roads in Trunk Line territory. The movement 
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now on foot to encourage railway consolidation is likely to 
bring further change in ownership. 

Each of these groupings has its importance, but for the 
‘purpose immediately in hand we will follow the grouping 
determined by traffic and operating characteristics. 


THE NEw ENGLAND RAILWAYS 


Principal New England Lines and Gateways.—The princi- 
pal railways of New England are the following: the New 
York, New Haven and Hartford, the Boston and Maine, the 
Central Vermont, the Bangor and Aroostook, and the Maine 
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Central (Figs. 10, 11). The Boston and Albany also lies in 
New England, but is controlled by one of the Trunk Lines, 
- the New York Central. Two Canadian carriers, the Grand 
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Trunk and the Canadian Pacific, also reach down into New 
England, the former being affiliated with the Vermont Central. 

The Boston and Albany, which extends across Massa- 
chusetts from the neighborhood of Albany, divides the New 
England carriers into two groups, the New Haven covering 
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the southern half, the others lying to the north. The New 
England roads, for the most part, spread out from Boston 
like a fan, extending up into Maine, to Montreal, to Albany, 
‘and to New York. 

At the extremities of this fan-like net lie a series of gate- 
ways where the New England lines connect with outside car- 
riers. The chief ones are: 


Harlem River (N. Y.) : The New Haven connects with the Penn- 
sylvania; Lehigh Valley; Baltimore and Ohio; Lackawanna; 
and other lines. 

Maybrook (N. Y.): The New Haven connects with the Erie; 
Baltimore and Ohio; New York, Ontario and Western; and 
other anthracite roads via the Poughkeepsie Bridge over the 
Hudson and two short roads,—the Lehigh and Iludson and the 
Lehigh and New England. 

West Albany (N. Y.): The Boston and Albany connects with 
the New York Central. 

Rotterdam Junction (N. Y.): The Boston and Maine connects 
with the New York Central. 

Mechanicville (N. Y.): The Boston and Maine connects with 
the Delaware and Hudson. 

Newport (Vt.): The Boston and Maine connects with Canadian 
Pacific. 

Swanton (Vt.): The Central Vermont and the Boston and 
Maine connect with the Grand Trunk. 


Supply of Railway Facilities——There are only a little over 
8,300 miles of railway line in New England, which together 
are but a little over 3% of the total mileage of the country. 
New England, however, has a railway mileage in proportion 
to the area served which is considerably above the average 
of the country, running as high as 27 miles of railway per 
hundred square miles in Massachusetts as against an average 
of about 8% miles for the United States. On the other hand, 
so dense is the population of New England that the number of 
miles of railway in proportion to number of persons served 
is considerably below the average for the country. 
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As to equipment, the New England railways are not strong 
in freight-cars or freight locomotives, but they have a larger 
number of passenger-cars and passenger locomotives per mile 
of line than any other group of roads in the United States. 


Physical and Economic Conditions Affecting Railways. 
—New England’s physiography and location with reference 
to other sections are important as affecting her railways. In 
the first place, it is to be noted that New England is out of the 
central current of traffic, and Boston is more distant from the 
heart of the Mississippi Valley and from the Pittsburgh pro- 
duction center than are New York, Philadelphia, and Balti- 
more. From Chicago it is 850 miles to Boston and 890 miles 
to Portland, Me., while the straight line distance to New York 
is only 710 miles and to Baltimore 610 miles. 

To New England’s disadvantage of location for traffic is 
to be added the barrier imposed by the Berkshires and the 
Hudson River. This is not now so important as it once was, 
but it has had a part in causing the situation that now exists 
and still has some importance. Boston was long hindered in 
her development by having only one single-track line to the 
west, the Boston and Albany, and the westward extension of 
the Boston and Maine required the construction of the Hoosac 
tunnel. 

Another important point is the absence of coal in New 
England and the distance which fuel has to be hauled from 
Pennsylvania and other coal-producing territory (see Fig. 11). 

One advantage of location which New England possesses 
is her proximity to the most highly developed part of Canada. 
This makes a relatively short haul for coal and lumber from 
that source. It also gives her ports some of Canada’s export 
grain trafic and the Grank Trunk has greatly aided New 
England in this way. The Canadian Pacific takes grain from 
Duluth to Montreal or to Portland or Boston, and it is possible 
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that the shifting of the spring wheat area northward may 
further help Boston and the New England roads by increasing 
this movement. 

On the whole, however, it must be recognized that the New 
England roads are in a sense isolated. They do not serve 
directly any important producing territory outside of New 
England and they depend largely on tonnage exchanged with 
their rail and water connections. As has been often noted, 
they are virtually terminal carriers for the Trunk Lines of 
the United States and Canada. 


Inbound Traffic by Various Gateways.—In spite of her 
advantage for Canadian traffic, the volume received or sent 
out via northern gateways is relatively small. In 1919 a total 
of approximately 1,245,000 cars were received by all gateways. 
Of this total only 91,700, or 7.4%, moved in over the Canadian 
Pacific and Grand Trunk. The chief importance of the 
Canadian connections thus far has been to relieve congestion 
and serve as a competitive factor in rate divisions with the 
Trunk Lines. 

The chief single gateway is Albany, but the New Haven 
receives a larger volume of traffic over its two gateways, 
Harlem River and Maybrook. 


Boston as a Railway Center.—Boston is truly the hub of 
New England and also of the New England railways. It is, 
therefore, essential to consider the position of that port as a 
railway center. 

In spite of her excellent harbor and port facilities, Boston 
has, on the whole, been losing in competition for the valuable 
export railway traffic. For freight to and from the Central 
West and the Great Lakes territory, New York has a great 
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from the West the two points may be considered equal as far 
as Albany; but from there on the rail distance to New York 
is only between 160 and 170 miles, while the distance to 
Boston is from 214 to 227 miles. Moreover, the ruling grade 
between Boston and Albany is greater, and there is a greater 
total ascent than between New York and Albany. Con- 
sequently, Boston’s chief opportunity arises from her greater 
nearness to’ Liverpool and to such advantages in port facilities 
as she has. Sometimes, too, there is overflow freight which is 
diverted to the New England roads in order to avoid con- 
gestion on the lines serving New York. 

In the case of traffic from the South and Southeast it is 
apparent that there is little if any object in hauling beyond 
New York and into New England for export. 

For Canadian railway traffic, as already noted, Boston has 
an advantage. Montreal and Quebec are river ports and closed 
by ice a part of each year, while to Halifax and St. Johns the 
railway haul is longer than to Boston and the grade steeper. 
It is true that the railway haul from Montreal to New York is 
nearly as advantageous as that to Boston, but the rail distance 
to Boston is 50 miles less and the ocean distance from Boston 
to Liverpool is 180 miles shorter, so that here, too, the New 
England port has some advantage for Canadian traffic. 


Economic Conditions within New England as affecting 
Railways.—Manufacturing is the chief New England industry 
and manufactured products furnish an unusually large part 
of New England railway traffic. For the United States as a 
whole, the proportion of manufactured products in the total 
‘tonnage has been about 17%, while in the case of the New 
Haven and the Boston and Maine it has been over 20%. This 
means a large proportion of high-grade traffic, that is, traffic 
which has high specific value and yields high average receipts 
per ton-mile. The chief products are boots and shoes, cotton 
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goods, woolens and worsteds, paper, leather articles, rubber | 
goods, hardware, and miscellaneous manufactures, much of 
which require skilled labor and fine technique. These are the 
‘things which New England railways haul out. 

In order to produce these things, the New England manu- 
facturer requires raw materials, fuel, and food products, a 
large part of which must be hauled in from other sections. 
This means a long haul from southern and western points to 
Boston and other distributing centers—but chiefly to Boston— 
from which points short hauls are made to the mills and 
factories which are scattered throughout a great part of New 
England. In 1920 over 22,000,000 tons of bituminous coal 
were shipped into New England by rail or water, and a little 
less than half that much anthracite. Over 50% of the bitum- 
inous coal was hauled all-rail. Cotton and iron and steel are 
also important inbound items. For every three carloads of 
manufactured products sent out of New England it is esti- 
mated that approximately five carloads of raw materials must 
be hauled into that territory. Consequently, the larger part of 
the tonnage, although the least valuable part, consists of the 
inbound raw materials. 

Along with New England’s manufactures go a dense 
population and numerous cities. The population of Massa- 
chusetts averages over 479 to the square mile as against ap- 
proximately 36 for the United States; and the urban population 
in Massachusetts is 95% of the total against an average of 
only 51% for the whole country. 

Another factor affecting New England traffic is the great | 
tourist and summer resort travel which is characteristic of that 
section. Her mountains and seacoast attract thousands of 
persons, and this makes the July, August, and September 
passenger traffic of such roads as the Boston and Maine very 


great. This is a vital element in the business of the New 


England railways. 
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Traffic Characteristics—Dense Passenger Traffic.—Per- 


haps the most notable characteristic of New England railway : 
traffic is the importance of the passenger branch. The density — 


of passenger traffic, as expressed in the number of passenger- 
miles per mile of line, is as great as or greater than in any 


other section, and the New Haven has the densest passenger 


trate of any large railway in the United States. In 19109 it 


hauled 1,029,009 revenue passengers per mile of line, while . 


the Pennsylvania railway hauled only 758,000. 

There is only one other section that has so many passenger 
train-miles per mile of road as has New England and that is 
the Great Lakes region, which in 1920 had a slightly greater 
passenger-mile “density” than New England. The number of 
passenger-cars in the average New England train, however, 
is greater than in any other section, including the Great Lakes 
region. 

More than this, the New England roads show the highest 
average number of passengers per car, the figure being ap- 
proximately 25 as compared with an average for the United 
States of 18 in 1920 and 15 in 1921. 


The railways of New England also show an especially 


large proportion of commutation traffic, and returns for 
December, 1921, bring this out clearly. In that month the 
commutation passengers carried by New England roads were 
approximately 63% of the total revenue passengers, while for 
the carriers in the Great Lakes region the commutation pas- 


sengers made only 52% of the total. No other sections had 


such high percentages. 


High Grade, Short-Haul Traffic—The second outstanding 
characteristic of New England traffic is the large percentage of 
high grade freight as reflected in the average revenue per ton- 
mile. This revenue is higher than in any other section and 
in 1921 was 1.85 cents as against an average for the United 
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States of 1.27 cents. The absolute amounts of these figures 
will vary as freight rates are raised or lowered, but the excess 
of the New England figure will continue. 

The average haul in New England is short. There the 
average distance a ton of revenue freight is hauled is about 
103 miles. The average haul for the United States is in the 
neighborhood of 186 miles, and in no other region is there so 
short an average haul as that found in New England. The 
passenger traffic, too, is mostly of the short-haul variety, the 
average trip being about 21 miles, as compared with the United 
States average of about 37 miles. 


Operation Expensive——Concerning the operating statistics 
of the New England railways we will only point out that these 
roads have an unusually small freight-train load, small car- 
load, and a low average number of miles made by each car 
per day. The traffic density is also somewhat below the 
average for the United States. 

A marked characteristic of New England traffic is the 
smallness of the average freight-train load. It is the smallest 
of any section. The average freight-train load (net tons) in 
1920 and 1921 was respectively 465 tons and 448 tons com- 
pared with over 600 tons on the average in the United States. 
The smallness of the trainload is partly due to the relatively 
small number of cars per train and partly to the small number 
of tons per car. 

The operation of a railway in New England is considerably 
more expensive than that of the carriers in most other sections. 
To begin with, the cost of construction and maintenance is 
considerably greater than that of roads in the middle western 
part of the country. The average investment per mile of road 
is somewhat over $100,000,—almost 60% greater than the 
western average. The hilly surface of New England, its 
rocky soil, and severe climate, all contribute to the heavy cost; 
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and the situation is made more difficult from an operating 
point of view by the density of population which results in 
many grade separations, crossings, and junctions. 

Furthermore, the expense of operation is increased by the 
character of the traffic and New England’s peculiar relation 
to other sections of the country. As already noted, the New 
England carriers are, to a large extent, terminal facilities for 
the Trunk Lines. They are short lines and have short hauls. 
Accordingly, the terminal expenses are proportionately large. 
The numerous crossings and junction points required go 
hand in hand with a heavy percentage of switching and trans- 
fer expense. The New England roads necessarily hold an un- 
usually large proportion of “foreign cars” —belonging to other 
carriers—for which they have to pay per diem charges. Their 
debits on this account are much heavier than the credits and 
this is a drain on their resources. 

It is for such reasons as these that the Interstate Com- 
merce Commission in 1922 increased the percentage of through 
rates which goes to New England lines, giving them a larger 
share of the revenue from freight in the hauling of which 
they participate in connection with outside roads. 

The rate structure that exists in New England will be dis- 
cussed in Chapter. XXI. 


Commodity Statistics—The principal commodities handled 
by the New England roads are shown in the following 
statement : 7 


(Year ending December 31, 1922) 


Tons Per cent 


CoM MODITY Handled of Total 
Anthracite and bituminous coal ...........eeeeee 18,078,372 22.03 
Miscellaneous manufactures .........eeeeeeeeeeens 10,954,504 13.89 
Tess than carload freight =...-.. 0.0. essess sees c als 6,617,047 8.39 


1 Report of Joint New England R. R. Commission, 1923. 
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Com mopity 


Grain, flour and other mill products, hay, straw, and 
SITE POPS Greged ic Sa ES Men ali a 


Bar and sheet iron, structural iron, iron pipe, other 
mietalsmipig, ‘bar land. sheet iia. J xyilies cle. ches 


ROGUES’ Sogo Selo Cece en ee ee ee ee 


Iron, pig and bloom, castings, machinery and boilers 
hemicalsiand: Explostyess acc doce se oas cases ds oak: 
Wnclassified! tonnage’: 7.5.0. ie EE 
SSRIS Sig Beck eyes He CAE Cnet Cae eee 
Other products, Of animals: .o.on..00..0..+00.+ se 
Sugar, syrup, glucose, and molasses .............. 
CIE © ESO aise oS TE Re I en 
Pe ULeSme eee | Sees cc cit ike ciottote laa cee ate 
ibivdestand pleather We rrscat themes . oleeniss « citswetnrsrghs ac 
mAttomobiles and ..attto trucks «...4..s<-me- Geese 
PBI eStOCkenme th oe leery Saadeh. atoke noe. eat ald 
Wieiol! "Paths Eps peta ere ene ENE Cote SESE en eee 


MOtal MMe ert Sarr ae eres eee ais cence Mee Ae 


Tons 
Handled 


6,574,616 
6,453,743 
3,868,165 
3,273,742 


3,268,365 
2,596,603 
2,491,740 
1,885,642 


1,751,374 
1,387,058 


1,277,543 
1,241,770 
1,168,434 
830,205 
825,507 
669,995 
524,304 
514,806 
500,927 
465,300 
416,113 
394,748 
389,842 
302,935 
122,080 


78,845,630 
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Per cent 
of Total 


8.34 
8.18 
4.91 
4.15 


4.15 
3.29 
3.16 
2.39 


CHAPTER VII 
THE TRUNK LINES 


Nature and Importance of the Trunk Lines—The Trunk 
Lines (see Fig, 12) are so called because of their importance 
as main stems in the railway net of the country. While 
the relative importance of these roads may not now be 
so great as it was a generation ago, they still occupy a specially 
significant place in the nation’s transportation system. When 
one thinks of their location this is easy to understand. Con- 
sidered as a group, they may be thought of as the connecting 
link between the nation’s chief seaports and the great Mis- 
sissippi Valley with its grain, cattle, growing manufactures, 
and multiplying population. Over these lines, too, must move 
a large part of the products of the densest manufacturing ter- 
ritory in the nation, while the manufacturing population must 
be fed. 

More precisely, the Trunk Lines serve to connect Boston, 
New York, Philadelphia, Baltimore, Newport News, and Nor- 
folk with the two great centers of the Mississippi Valley ter- 
ritory, Chicago and St. Louis. 


The Chief Trunk Lines.—The chief Trunk Lines and 
their characteristic subsidiaries are the following: 


1. New York Centrat Raitroap (New York to Chicago and St. Louis, 
via Buffalo) : 
Boston and Albany Railroad. 
West Shore Railroad. 
Cleveland, Cincinnati, Chicago, and St. Louis Railway. 
Michigan Central Railroad. 
Pittsburg and Lake Erie Railroad. 
Toledo and Ohio Central Railway. 
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2. PENNSYLVANIA Ramroap (New York and Philadelphia to Chicago and 
St. Louis via Pittsburgh) : 
Long Island Railroad. 
Pittsburg, Cincinnati, Chicago and St. Louis Railroad. 
Philadelphia, Baltimore and Washington Railroad. 
Grand Rapids and Indiana Railway. 


3. BALTIMORE AND OHIO RaILRoaD (Baltimore and Philadelphia to Chicago 
and St. Louis, via Pittsburgh and Cincinnati—has trackerage rights 
into New York): - 

Baltimore and Ohio Southwestern Railroad. 
Pittsburg and Western Railroad. 
Toledo and Cincinnati Railroad. 


4. Erte Rarcroap (New York to Chicago, via Salamanca, N. Y., with 
branch to Buffalo) : 
Chicago and Erie Railroad. 
New York, Susquehanna and Western Railroad. 
Cleveland and Mahoning Railway. 


Each of these four lines extends from the coast to Chicago 
and other middle western points. 

In addition, there may be mentioned as closely related to 
the Trunk Lines proper and as competitive therewith, the fol- 
lowing roads: Grand Trunk, Chesapeake and Ohio Railway, 
and Norfolk and Western Railway. The first of these is a 
Canadian carrier which furnishes a route via Montreal from 
the Atlantic seaboard to Chicago. The other two are best 
classified as Pocahontas roads and will be discussed in another 
chapter. They extend from the Virginia ports through the 
West Virginia coal fields to the West. The Chesapeake and 
Ohio only got a Chicago connection in 1910. It now is 
affiliated with the New York, Chicago and St. Louis (“Nickel 
Plate”), thus gaining more significance as a Trunk Line. 

There are other east and west lines within the general 
territory of the Trunk Lines which have some of the character- 
istics of the Trunk Lines proper, and which may, by combi- 
nation and growth, develop further. Among these we will 
only mention the New York, Chicago and St. Louis (Nickel 


Ch. 7] THE TRUNK LINES 109 


Plate) which extends from Buffalo to Chicago and reaches St. 
Louis via the Toledo, St. Louis and Western; the Delaware, 
Lackawanna and Western, which operates through trains from 
-New York to Chicago, although not owning line beyond 
Buffalo; and the Wabash, which operates from Buffalo to 
Chicago and St. Louis. 

The Trunk Lines proper all pass either through Buffalo on 
the north or Pittsburgh on the south. At the west, they all 
have termini in Chicago and three of them also reach St. 
Louis. At intermediate points they connect with a radiating 
net work of smaller lines which serve as feeders. 


Supply of Railway Facilities —While this chapter will deal 
chiefly with the four typical Trunk Lines, it will help toward 
an understanding of the situation in the territory served by 
them to present some data which apply to that whole district. 
This district is embraced within the two areas called by the 
_ Interstate Commerce Commission the Great Lakes region and 
the Ohio-Indiana-Allegheny region. The two regions together 
have a mileage of “Class One’ roads! of a little over 50,000 
_ miles—about six times as great as that of New England. In 
the eastern part of the territory the number of miles of line 
per 100 square miles of area is similar to that in New England, 
while in the western part the density is somewhat lower, being 
only about 21 miles of road to 100 square miles. Throughout 
the territory the railway density is far greater than the average 
for the United States. 

Compared with population the number of miles of line 
throughout most of this territory is much less than the average 
for the United States, but is greater than that in thé more 
important New England states. 

The Trunk Line district has the largest number of freight 
locomotives and cars in proportion to railway mileage of any 


1 Roads having an annual gross operating revenue of over $1,000,000. 
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section, and is second only to New England in its equipment 
of passenger locomotives and cars and in proportion to miles 
of line. 


Physical and Economic Characteristics Affecting Railways 
—Topography.—It cannot be too much stressed that the Trunk 
Lines are the chief channels for commerce between what are 
still the chief cities of the Mississippi Valley and the chief 
Atlantic ports. They connect the great agricultural West 
with the markets of Europe. Through them, as through a 
great funnel, pour the products of the West for export or 
consumption in eastern cities. 

The routes and operating characteristics of the several 
Trunk Lines are influenced by the topography of the country. 
The salient point is the great barrier of the Allegheny Moun- 
tains which stretches across this district from the northeast 
to the southwest. Through this barrier there are only two 
natural routes leading out of the Mississippi Valley, one being 
furnished by the Great Lakes and-St. Lawrence River, the 
other by the Mohawk and Hudson rivers. Perhaps the next 
best way, though it is much less advantageous as to grades 
and curves, is furnished by the Potomac River, which passes 
through the Allegheny Mountains at Cumberland, Md., the 
route of the old Cumberland Road. Other routes, involving 
even steeper grades, may be found following various rivers, 
notably the Susquehanna, and thence to the head-waters of the 
Ohio. 

The New York Central has the great advantage of oc- 
cupying one of the two best natural routes, the Grand Trunk 
occupying the other—which is a circuitous one so far as the 
United States is concerned. The Baltimore and Ohio gets 
out through the Potomac valley, while the Pennsylvania works 
its way over the Alleghenies between the Susquehanna and the 
Ohio via the Juanita and the Conemaugh branches. The 


Ch. 7] THE TRUNK LINES III 


relative nearness to Chicago of Baltimore and Philadelphia 
partly compensates the Baltimore and Ohio and the Pennsyl- 
vania lines for their less advantageous routes. 

The distances between New York and the main western 
termini via various Trunk Line routes are shown in the 
following statement, together with the highest point sur- 
mounted by each: 


New York | New York Highest Point 


Route to to above 
Chicago St. Louis Sea Level 

Miles Miles Feet 

Pennsylvania. ..i....-.<.%. 908 1,052 2,192 
Lackawanna-Nickel Plate. . 919 1,115 1,115 
New York Central.......... 978 1,157 920 
Brae; Wabash?) cnysrcigat)> 2 .'¢ 998 1,174 1,173 
Baltimore and Ohio......... 1,013 ra i eg 2 374 


The two intermediate points already referred to—Buffalo 
and Pittsburgh—are the gateways between the Mississippi 
Valley and the seaboard. Buffalo is notable as a transshipping 
point for lumber, grain, ore, and coal, and owes its position 
largely to advantages in water transportation. Pittsburgh is 
perhaps even more important as a transportation center, and 
through this gateway flows what is probably the heaviest 
railway tonnage in the world. As everyone knows, there is 
concentrated in the Pittsburgh region an enormous aggregation 
of iron and steel manufacturing industries. 

One of the notable characteristics of the Trunk Line dis- 
trict is the prevalence of water competition. On the north 
stretch the Great Lakes and on the south flows the Ohio 
River, and both these bodies of water carry a considerable 
volume of traffic. On the west the Mississippi River flows to 
the Gulf, offering the possibility of shipping goods in that 
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direction, thus diverting some traffic from the Trunk Lines. 
This situation, the Great Lakes being the chief factor, has 
materially affected the rate structure in the district. 

While referring to the competitive situation, we may note 
that another factor affecting the Trunk Lines has been the 
existence of a net work of smaller roads running in a general 
north and south direction and forming a series of “transverse 
feeders.” A number of these transverse lines have been in- 
dependent and, owing to their ability to throw their traffic 
to any one of the Trunk Lines which they cross, they have 
been a very disturbing factor concerning which more will be 
said on another page. 

The most important factors in Trunk Line traffic are: 


1. Connection with roads serving the West and South. 
These roads must connect directly with Western Trunk Lines 
and have access to southern “gateway” points on the Ohio 
River. Good western connections, too, involve access to 
gateways other than Chicago, where congestion is apt to 
arise, such as the Peoria gateway on the Illinois River, or 
the Lake Michigan car ferries. 

2. Access to coal; they must have connection with the great 
soft-coal fields in the territory. 

3. Access to iron- and steel-producing centers. Each 
must secure a portion of the heavy traffic which these centers 
afford. 


ie 
Any line which lacks these connections is seriously handi- 
capped in competition. 


Reasons for Traffic Density——In the territory through 
which the Trunk Lines run lies the heart of the nation’s 
manufacturing industry. The New England manufactures 
are chiefly of the lighter sort, while in this territory we find 
more of the heavy manufactures, including iron and steel and 
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their products, large oil refineries, copper refineries, cement 
plants, and similar industries. In the western part are large 
meat-packing plants. Along with these manufactures goes a 
‘dense population, which, both in its consumption and pro- 
duction, has the double significance of furnishing heavy 
passenger traffic and requiring a dense movement of freight. 

All the parent Trunk Lines touch the Pennsylvania coal 
fields, which is an important factor in understanding their traffic. 


Traffic Characteristics—Unbalanced Freight Movement.— 
The chief traffic of the Trunk Lines consists of raw materials 
moving eastward and manufactured products and coal moving 
westward. The largest items in the eastbound traffic are grain, 
lumber, ore, and packing-house products, and a very consid- 
erable part of this traffic, particularly the grain, is for export. 
The westbound movement consists of various manufactured 
products and merchandise, together with coal for use in the 
Middle West. It is true that, with the development of manu- 
factures in the West, the difference between the eastbound 
and westbound streams of traffic is not so great as it once 
was, but the distinction is still significant and is likely to remain 
so for a good many years. 

The percentage of agricultural products moving over the 
Trunk Lines is large in absolute figures, but is small in pro- 
portion to the total. It may be said that about 60% of their 
tonnage is the product of mines, about 20% is manufactures, 
and only 6% to 8% consists of products of agriculture and 
animals. Moreover, the proportion of agricultural products is 
likely to remain small, owing to the fact that the Middle West 
now consumes more than it did a generation ago and turns 
more corn into cattle and dressed beef before shipping. Also 
the railways serving the Gulf ports have diverted an increasing 
proportion of the western grain. 

As a result of the difference in the kind of freight moving 
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east and west, the larger tonnage is found in the eastbound 
stream. Back in 1903 the total eastbound freight movement 
over the Pennsylvania lines was 84,401,000 tons, while west 
bound the tonnage was only 48,572,000, or only a little over 
one-third of the total. A similar though less striking differ- 
ence still exists. This excess of eastbound traffic means a 
large empty car mileage westbound, as the equipment must be 
balanced even though the tonnage is unbalanced. In 1907 the 
Interstate Commerce Commission for the last time published 
figures showing the mileage of loaded and empty freight-cars 
in different directions. In that year the mileage of loaded 
freight-cars in the Trunk Line district was 22% greater east- 
bound than was the westbound mileage, and the mileage of 
empty freight-cars moving back toward the west was 42% 
greater than the empty mileage eastbound. 

A concrete illustration of the situation is revealed in the 
annual report of the Baltimore and Ohio Railroad Company 
for 1920, which contains the following figures : 


HoMeE AND ForEIGN FREIGHT EquipMENT MILEAGE 
BALTIMORE AND OuI0o RAILROAD 


EASTWARD WESTWARD 


Total Freight- | Percentage] Percentage|| Total Freight- Percentage] Percentage 
Car Mileage Loaded Empty Car Mileage Loaded Empty 


—_—_—|| | SF SE | | eee 
—_—— 


I9I5....| 390,173,000 74.8 25.2 382,731,000 47.2 52.8 
1920... .| 482,786,000 79.4 20.6 480,737,000 49.4. 50.6 


These figures indicate a considerable dominance of east- 
bound freight traffic, and it is to be noticed that the percentage 
of loaded car mileage is very much higher in that direction. 
While not conclusive evidence in themselves, the figures indi- 
cate that for this line at least the lack of balance was some- 
what decreased during the five years covered. 
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Density of Freight Traffic—The rather unbalanced traffic 
of Trunk Lines is more than offset by the fact that these roads 
have a greater density of. freight traffic than any other large 
-group of roads in the country. As we have seen, the average of 
the ton-miles per mile of line for all the railways was 1,698,000 
in 1917. In that year, the range of density on the four main 
Trunk Lines was from 3,633,000 on the Baltimore and Ohio, 
up to 6,115,000 on the Pennsylvania. The average density on 
the Trunk Lines will probably be in the neighborhood of 4% 
million ton-miles per mile of line for some years. 

With the exception of the New Haven and a few eastern 
roads having a large commutation business, the Trunk Lines 

also have the densest passenger traffic. 


Large Trainloads and Local Traffic—This great density 
of traffic is the more advantageous because it is hauled in large 
trainloads. The average trainload for all Class One roads in 
the United States was 708 tons in 1920. In March of that 
year the average trainload of the Trunk Lines ranged from 
876 on the Pennsylvania, up to 944 on the Erie. With the 
exception of a few coal carriers, no other roads made such a 
showing. 

Another advantage enjoyed by the Trunk Lines is the 
importance of “local traffic” on these roads. By local traffic 
is meant that which both originates and terminates on a given 
railway as distinct from “through traffic” which is either re- 
ceived from or delivered to other lines. Such traffic is apt to be 
most profitable for the railways. Two of the four main Trunk 
Lines have a larger percentage of their freight originating on 
their own lines than the average for the United States and the 
average for the group is higher than that for the important 
New England and Southern roads. 

On the other hand, these same Trunk Lines have a large 
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quantity of highly competitive long-haul traffic. Under 
favorable circumstances, the export grain traffic-may be very 
profitable, but at times in the past it has been hauled at rates 
which were inadequate. 


Large Profits in Spite of Low Ton-Mile Revenue and 
High Operating Ratios—An examination of some of the 
results reported by these great carriers might lead one to think 
that they surely must be unprofitable. Consider, for example, 
the following facts. The Trunk Lines have a very low revenue 
per ton-mile—lower than the receipts per ton-mile of any other 
group of railways in the country except the Southern and 
Pocahontas lines. The same roads have very low average re- 
ceipts per passenger-mile. As a result of these facts their net 
revenue per train-mile is relatively small. And to make mat- 
ters look worse, their total expenses are so great that they 
show a higher operating ratio than do the roads of any other 
section of the country, their normal ratios (in 1917) ranging 
from 71% on the New York Central, up to 86% on the Erie. 
(In 1919 the ratios ranged from 80% to 95.6%.) 

But as a matter of fact, the Trunk Lines, as everyone 
knows, are among the most prosperous and their net earnings 
per mile of line are normally considerably above the average 
for the United States or for any large section of the country, 
ranging (in 1917) from $5,110 on the Erie, up to $12,000 
on the Pennsylvania. 

The explanation of this showing lies almost entirely in the 
freight traffic density found on these roads. The large volume 
of their business makes the margin of profit necessary on 
each ton-mile and passenger-mile small and insures large profits 
when business is normal. Other factors explaining the large 
earnings in spite of low receipts per ton-mile and large ex- 
penses, are the following: 


~Ch. 7] THE TRUNK LINES 1L7 


1. The low average receipts per ton-mile are partly due 
to the large proportion of competitive long-haul traffic which 
moves in carloads and can be handled at very low unit costs. 

2. The low revenue per passenger-mile is partly due to 
the large commutation traffic of some of the roads. For 
example, the average receipts per passenger-mile of the 
Erie have been the lowest of the group for this reason. 


In general, the low average receipts are more than balanced 
by the great density of traffic and by the large quantity of 
freight and number of passengers per car and per train, which 
explain why the Trunk Lines have such high revenues 
per train-mile. . 

Of course, the investment in road and equipment per mile 
of line should always be considered in connection with earn- 
ings. In the case of the Trunk Lines this figure amounts to 
over $150,000. 


Differences among Trunk Lines.—There may be some 
danger in treating the Trunk Lines as a group of overlooking 
the differences among them. In the chapter on Railway 
Statistics a comparison between the Erie and the Baltimore 
and Ohio was made, showing that in one year, in spite of the 
Erie’s greater density, it had the lower net earnings per mile 
of road, a fact explained by its smaller carloads and greater 
operating expense per train-mile. Another comparison which 
will throw light on the characteristics of these roads and at 
the same time bring out important differences, is that between 
the New York Central and the other three. The New York 
Central generally has net earnings per mile of line similar to 
those of the Pennsylvania (these two roads making a better 
showing than the others in this respect), and in 1919 had con- 
siderably larger net earnings per mile than any of the Trunk 
Lines. It also had the lowest operating ratio and the highest 
net earnings per train-mile. Yet in 1919 the New York 
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Central had a freight density which was less than that of 
either the Pennsylvania or the Erie. Its average carload was 
not so great and its average receipts per ton-mile were lower. 

How, then, is the favorable showing of the New York 
Central as to net earnings to be accounted for? The answer 
is to be found chiefly in the advantage which that road 
possesses in its relatively level and straight route. Its low 
grades and small degree of curvature mean low operating ex- 
penses. Thus an examination of the statistics will show that 
its ratio of “helper” locomotive mileage to total locomotive 
mileage was much lower than that of any of the Trunk Lines, 
and its expense per train-mile was also the lowest. 

We may conclude this analysis of operating and traffic 
conditions among the Trunk Lines with a summary table 
showing the proportions of various commodities in their traffic 
(New England roads included) : 


ComMMopity STATISTICS FOR EASTERN DistRICcT 
(New ENGLAND AND TRUNK LINES)  ; 


A) of Aggregate 9%, of Total Freight 
onnage Origi- Tonnage 
nating on Road 


Propucts oF AGRICULTURE: 


Grainy Wye Sansth sera Re ee SR eee 2.17 2.60 
1D Kol Cee atc Bu cmt ae oe tnemntic He hbe ah Sean A 47 1.07 
Othersmuillproducts tm acne eee eee 52 78 
FLAVA is. Pe ipet siebnaleelteieias Rabe Se eAn ones. Paes .50 48 
SRODRCOO \ ose ecaicis s/a215 os athaie sept teen eat eras aes .05 09 
Gatton See ey ee ree tas een eee .04 BG) 
Hrtitwand avesetables: soncaa seca aennine 1.14 1.57 
Other products of agriculture ............ .40 47 

Ota Ls oo opus vot ste eins sean ere tes Rees 5.29 7.23 

ANIMALS AND Propucts: 

LAVESTOCK Tees. am ecies oo fa + clon ee meee 61 51 
Dressed meats pirttsuts cet tee ene .26 44 
Other packing-house products ........... B37, 43 
Poultry, game; atid fishwiuscu cae eee .10 17 
VOOM seid s. ccna cszale ctehera te, slo ere eee eee .07 .08 
Elidestand) leather: << cients » sss cc ateereteterte 17 22 
Other animals and products .............. 57 53 


otal * sy. See Raichlen: «sate Cae ee 2.15 2.38 


f 
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% of Aggregate % of Total Freight 
Tonnage Origi- : Tonnage 
nating on Road 


Propucts or MINES: 


Anthracite coal sates. wale rane Tekoatatvie dishes 13.96 10.66 
Dip Unlinous<c Odum erties secciss Sosien «oar 30.58 32.69 
CONRS ich .Se onticeaco dean ee eee 3.61 3.04 
(OSS dc ais he o Geo Dee ie A Sie IoER Clea eee 1.00 4.25 
Stone, sand, and other like articles ........ 9.29 6.10 
Other products of mines .......5...0:..2. 58 81 
PROP reas tetettea = stelajaie alee chess § cna leh es 50.02 57.55 
PRoDUCTS OF ForRESTS : 
HEMI GEM rcrtvcierr eee Sone wos cye's rote 45,6 © ede a 2.00 3.73 
Other products of forests ................ 1.25 1.25 
ROMEU erste chet aneeve aatatare csccoe's «glare ghaltbercie 3.25 4.98 
MANUFACTURES : 
Petroleum and ‘other oils «2.0.00. .6e eee 1.72 1.79 
SIRGR? 28 ti6 a denon GHB er ct Og ae ACU een ae ab 38 39 
NAMA RSLONES eres lezsrnisceMieveiais?is sree vieiehe-sieth ales =e .09 
Iromapigv and blooms sis, 2. seteisronls os anes 1.68 1.51 
WpOTMaCe SLCC! FAIS wotietlsie + « slo a/o 10s motels ciate 44 38 
Other castings and machinery ........... 2.26 2.00 
Bar andesheet metal 22.5... 06.0. ccs0e =e 3.37 2.99 
@ement, brick; ‘and lime ....<.........-+- 3.57 3.19 
Agricultural implements .............--.- 14 13 
Wagons, carriages, tools, etc. .........--. 64 58 
Wines, liquors, and beers ............-.-. 15 15 
Household goods and furniture .......... AGS 17 
Other manufactures’ 2.42. oes cic ees cce ss ses 5.20 5.25 
otal a ctawe sera. ses. AOS Tat bann Ono OE 19.92 18.62 
MIscELLANEOoUS CoMMoDITIES not specified 
above (carload rates) .......--.-.-.+: . 5.58 4.61 
L. C. L. (less-than-carload) Goods not dis- 
tributed above vse. .0ce 0+ ove mec ces 4.79 4.63 


Grandzcotal ......... Piet caps See Tae 100.00 100.00 


CHAPTER VIII 
THE COAL ROADS 
THE ANTHRACITE Roaps 


The Roads and Their Location.—The anthracite roads, so 
called because of the important position occupied in their traffic 
by anthracite coal, include a small group of relatively short 
carriers operating in eastern Pennsylvania, New Jersey and 
New York (see Fig. 13). The roads comprised within this 
group are: 

1. Philadelphia and Reading Railway Co. (Philadelphia to Mt. Carbon, 


Pas) 
2. Central Railroad of New Jersey (Jersey City to Scranton, Pa., via 
Phillipsburg, N. J.) 
3. Lehigh Valley Railroad Co. (Jersey City to Buffalo, via Wilkes- 
Barre) 
4. Delaware, Lackawanna and Western Railroad Co. (Jersey City to 
Buffalo, via Scranton) 
5. Delaware and Hudson Co. (Wilkes-Barre to Albany—branch to 
Rouse’s Point, N. Y., near the Canadian border) 
Albany and Susquehanna Railroad Co. 
6. New York, Ontario and Western (controlled by the New Haven), 
(Cornwall, N. Y., to Oswego, N. Y.; with a leased line to Scranton) 


The New York, Ontario and Western reaches New York 
harbor by agreement with the West Shore Railway. 

These roads are all short, the operating company owning in 
each case from 200 to 400 miles of line and controlling by 
lease or otherwise a few hundred miles more. 

All the anthracite roads serve to connect the anthracite 
coal fields with tidewater at New York or Philadelphia, gen- 
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Fig. 13.—Anthracite Coal Roads 
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erally following the route of some old canal, pursuing the val- 
leys of the Susquehanna, the Schuylkill, and Delaware rivers. 


Most of them strike north to the Great Lakes—St. Lawrence . 


Valley and reach Lake Erie, Lake Ontario, or the St. Lawrence 
at Buffalo, Oswego, or Montreal. 

A few other railways, notably the Erie and the Pennsyl- 
vania, have a large anthracite coal traffic, but they have other 
traffic which outweighs the anthracite in importance, and a 
wider sphere of influence. 


Relation between the Railways and Coal Mines.—All the 
anthracite roads are pretty closely affiliated with the ownership 
of coal lands and the mining of coal. Formerly, each of them 
directly or indirectly owned coal lands. As the result of legis- 
lation by the federal government they have recently taken steps 
to segregate their coal properties, with the general result that 
those properties are now related to the railways through a mere 
community of stockholding, the stockholders of the railways 
having been given the right to purchase the stock of the new 
coal companies that have been organized. 

Fairly typical of the general situation is the history of the 
Delaware, Lackawanna and Western. Prior to 1909 the rail- 
way owned coal lands, mined coal, and sold it, in addition to 
performing its functions as a carrier. About the time the so- 
called “commodities clause,” which prohibits a railway from 
transporting commodities produced or owned by it, was added 
to the Interstate Commerce Commission law, the railway 
organized the Delaware, Lackawanna and Western Coal Com- 
pany which acted as a selling concern. Further action by the 
government led it in September, 1921, to dispose of its coal 
properties, turning them over to the Glen Alden Coal Com- 
pany. The Glen Alden shares were offered to the railway 
stockholders, and it is not probable that the movement of coal 
from the mines involved over the Lackawanna will be at all 
affected by the change. 
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Nature of the Anthracite Industry as Affecting Transpor- 
_ tation—Natural Monopoly.—The only factor which we need 
_ to discuss as a general background for understanding the an- 
thracite roads is the nature of anthracite coal. This com- 
modity has a number of peculiarities which largely determine 
the operation of the anthracite roads. 

In the first place, the mining of anthracite coal is what 
economists call a “natural monopoly.’’ By this is meant a 
monopoly which arises from the nature of the product or the 
process required to produce it, and may be said to be inherent 
in the nature of the industry. A primary cause of natural 
monopoly in this case is the narrowly restricted area in which 
anthracite coal is found. Practically all the anthracite coal in 
this country is found in a small area of 480 square miles 
in the northeastern part of Pennsylvania. Naturally the 
anthracite lands were bought up long ago and are held by a 
very few companies. In 1921, 75% of the output was pro- 
duced by a group of eight companies. Under such circum- 
stances, competition, as it springs up, becomes cutthroat and 
soon ceases. In the case of anthracite coal the monopoly ele- 
ment based on limited natural resources is reinforced by other 
factors of an economic character which will appear among 
the following points. 

The most important demand for anthracite (that for the 
“prepared sizes’’) is a seasonal demand depending upon the 
heating and cooking requirements of the household. The peak 
comes in the fall and winter months and declines in summer. 
But equipment and labor required to handle the peak load must 
be maintained, and consequently there is an annual capacity in 
excess of demand. This inevitably results in a tendency to 
overproduction, which is one of the reasons why competition 
does not work successfully in the anthracite coal industry. 

The foregoing situation is accentuated by the fact that 
storage is not practicable. It would be expensive, as the cost 
of loading and unloading at storage bins would be great—to 
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say nothing of the “degradation” which results from handling 
—while storage on wheels would mean too great an invest- 
ment. Anthracite coal, too, deteriorates, becoming “rusty” 
and losing in market value. 


Dependence of the Carriers on Coal Traffic_—Finally, this 
product has an unusually close relation to transportation. The 
anthracite roads, like their predecessors, the tidewater canals, 
were built primarily for the purpose of hauling coal. As they 
depended almost entirely upon it for their traffic, they naturally 
sought to equalize the working of the mines so that they might 
operate the year around on a steady basis. They have always 
sought to stabilize production. It is well to recognize that 
when an industry and a railway are so vitally interdependent, 
the two must jointly partake of the nature of the railway and 
be affected with a peculiar public: interest. 

To some extent the development of population and other 
industries within their territories have modified the intense 
dependence of the anthracite roads upon their mines; and, like 
the Central of New Jersey and the Delaware, Lackawanna and 
Western, these roads have expanded the scope of their busi- 
ness. Nevertheless, it is likely that with one or two exceptions 
they will long retain their peculiar characteristics. 

As the anthracite roads do not dominate any clearly defined 
territory, it is practically impossible to compare their tracks 
and equipment with any unit or area of population. It is of 
some interest, however, to note that these roads have an un- 
usually high capitalization per mile of line—probably the 
highest of any group of roads. The Lackawanna and the 
Lehigh Valley railways, for example, are capitalized at about 
$440,000 per mile. This is at least partly due to the expensive 
construction required to enable the economic hauling of heavy 
coal traffic over steep grades and sharp curves which are caused 
by the semi-mountainous territory surrounding the coal fields. 
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Percentage of Anthracite in Traffic—A natural question 
that arises in one’s mind is, What proportion of coal must 
there be in a road’s traffic to warrant calling it a coal road? 
‘The commodity statistics show that the most typical ones of 
the anthracite roads—the Lackawanna, the Lehigh Valley, the 
Delaware and Hudson, and the New York, Ontario and West- 
ern—all have more than 40% of their revenue freight tonnage 
in the shape of anthracite coal. In addition, the traffic of the 
first three of these roads contains from 18% to 20% of other 
products of mines. Accordingly, we may say that an anthracite 
road is, as a rule, one whose traffic consists to the extent of 
over 40% of anthracite coal. Anthracite coal has been over 
60% of the tonnage of the New York, Ontario and Western. 
The Central of New Jersey has a traffic which contains 
about 27% of anthracite and a similar quantity of other prod- 
ucts of mines, and may accordingly be classed as an an- 
thracite road to a less extent than the others; while the Phila- 
delphia and Reading is losing its former character as an 
anthracite road to a very large extent. Its bituminous ton- 
nage has so increased as to exceed its anthracite tonnage con- 
siderably, and its merchandise traffic is also heavier. Only 
22% of its tonnage is anthracite. 
It may be safely stated that over one-third of the operating 
revenue of an anthracite road comes from its anthracite coal 
traffic and in some cases as much as over one-half. 


Salient Traffic Characteristics——The salient characteristics 
of the traffic of the anthracite roads are nearly all connected 
with the coal industry. Some of the most obvious ones are 
the following: . 

A large percentage of the traffic originates on the line of 
the road which hauls it to destination. 

A similarly large part of the traffic is pretty closely con- 
ttolled by the railway, or, more accurately speaking, is con- 
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trolled by the same interests which also control the railway. 

The bulk of the traffic moves to tidewater points, only 
about 20% of all the anthracite coal going to the west. 

As a result of this predominance of movement to tide- 
water there is rather a large empty-car-mileage. The propor- 
tion of empty cars on the anthracite roads has averaged about 
33%, and while not quite as large as in the case of the Trunk 
Lines, it is above the average. . 

Also connected with the nature of the traffic is the rela- 
tively short haul, the distance moved by the average ton being | 
only a little over 115 miles as compared with the United States 
average of about 180 miles and a Trunk Line average in the 
neighborhood of 200 miles. 


High Net Earnings Per Mile—The outstanding charac- 
teristic, however, is the high net earnings per mile of road, 
which, in turn, are due to an extremely dense freight traffic 
coupled with a very large freight revenue per train-mile. The 
net operating revenue per mile of road is, on the average, even 
larger than that of the Trunk Lines and is probably the largest 
of any group of railways in the United States. In 1917 the 
net earnings of the chief anthracite roads averaged over 
$12,000 per mile. 

This favorable showing is partly due to the extremely 
dense freight traffic. The Philadelphia and Reading probably 
has the greatest freight density of any important common 
carrier in the world. Its ton-miles per mile of line in 1917 
were 6,565,000, or 550,000 greater than the showing of the 
Pennsylvania. 

More than this, the anthracite roads have an unusually 
high revenue per ton-mile, which, coupled with their large 
trainloads, means a very large revenue per freight-train-mile. 


1 Exceeded only by a few ore and soft-coal carriers such as B 
Erie and Pittsburg and Lake Erie. coeemes, (nC eee 
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In the latter respect, they make the strongest showing of any 
group of railways in the country, in which they are led by the 
Delaware, Lackawanna and Western. 

The high revenue per ton-mile received by the anthracite 
roads may be explained by the fact that anthracite coal in all 
the eastern territory moves on rates which are established by 
individual lines. Due to the relation between the carriers and 
the coal traffic which have been described, it is natural that 
rather high rates, considering the grade of the traffic, are 
charged. Also the anthracite roads have a rather high per- 
centage of manufactured products which helps to bring up the 
ton-mile revenue. 


Dense Passenger Traffic_—Several of the anthracite roads, 
in addition to the strong showing as to freight traffic, have 
the advantage of an extraordinarily dense passenger traffic. 
The most notable of these are the Delaware, Lackawanna and 
Western and the Central of New Jersey, both of which, in 
1919 had over 670,000 passenger-miles per mile of line against 
an average for the United States of 198,000. This showing 
in both cases is chiefly due to the large commutation business 
within the 50-mile zone around New York City. The average 
for the whole group, however, would be in the neighborhood 
of 350,000 passenger-miles, which is exceeded by only a few 
of the New England roads and Trunk Lines. 


THE PocAHONTAS ROADS 


The Roads and Their. Location.—The Pocahontas roads, 
sometime called “soft coalers,” (see Fig. 14) are so called 
because they serve the celebrated Pocahontas coal district, and 
the bulk of their traffic consists of soft coal. This group con- 
sists of the following roads: 
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‘I. Chesapeake and Ohio Railway Co. (Fort Monroe and Newport News, 
Va., to Cincinnati, with trackage rights into Chicago) 
Hocking Valley Railway Co. (to Toledo, Ohio), (Affiliated with New 
York, Chicago and St. Louis, and Lake Erie and Western) 
2. Norfolk and Western Railway Co. (Norfolk to Cincinnati; trackage 
rights to Columbus, Ohio) 
3. Virginian Railway Co. (Deepwater, West Va., to Sewell’s Point, Va., 
near Norfolk) 


These roads all extend from the West Virginia coal fields 
to tidewater in the neighborhood of Norfolk. The two chief 
lines, the Chesapeake and Ohio, and the Norfolk and Western, 
run down the west slope of the Alleghenies into the Middle 
West. To some extent, therefore, the Pocahontas roads re- 
semble the anthracite roads, but, as we shall see, their opera- 
tions are on a more extensive scale and they serve a less 
densely developed industrial region. 

All these roads are of relatively recent development and 
the Virginian Railway only began operation in 1909. The 
Norfolk and Western is a Virginia corporation of 1896, 
created after the foreclosure of early companies, and the 
Chesapeake and Ohio is a West Virginia corporation of 1878, 
which was reorganized in 1888. 


Their Relation to Coal.—The Pocahontas roads own large 
bituminous coal properties, chiefly in West Virginia. The 
Norfolk and Western owns nearly all the stock of the Poca- 
hontas Coal and Coke Company and of the Virginia Holding 
Corporation,’ while the Chesapeake and Ohio in 1917 acquired 
the Western Pocahontas Fuel Company and owns other coal 
lands. 

These coal lands lie in the mountainous area of West 
Virginia and the roads cross the Alleghenies. This makes 
heavy grades and sharp curves, but the grades are favorable 
to the heavy traffic, which originates at the highest points on 
the line. To even a greater extent than the anthracite roads, 
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the railways now under discussion are specialized in coal 
carrying. An examination of the commodity. statistics will : 
show that in their case only one commodity need be considered — 


soft coal. Indeed, 75% of the tonnage of the Chesapeake 
and Ohio, and Norfolk and Western, consists of mineral prod- 
ucts, nearly all of which is coal; and the Virginian Railway 
hauls over 90% bituminous coal. 


Differences among the Pocahontas Roads.—The chief in- 
dividual variations are the following: The Chesapeake and 
Ohio hauls a considerable tonnage of grain for export, thus 
showing a trace of the Trunk Line character, and, as already 
noted, with its entrance into Chicago this road became a factor 
in the Trunk Line situation. Its recent affiliation through 
common ownership with the New York, Chicago and St. Louis 
and subsidiaries gives it a broad outlet for coal to the North 
and West, and increases its claim to be a “Trunk Line.” The 


Norfolk and Western hauls considerable quantities of coke’ 


and ore, together with an appreciable percentage of manufac- 
tured products, and it is to be noted that this road serves in 
part a more highly developed industrial section. It has been 
controlled through stock ownership by ‘the Pennsylvania 
Railroad. 


Large Originating Tonnage; but Unbalanced Traffic_— 
Owing to the traffic conditions thus outlined, one can readily 
infer the situation as to percentage of freight originating on 
the line. An extraordinarily large percentage of the traffic of 
the Pocahontas roads originates on their own lines. Such 
traffic is about 75% of the total, the highest percentage of any 
group of railways in the country. It is probable that with 
industrial development, however, they will gradually come to 
receive more freight from connections. 

Under the circumstances outlined thus far, what must one 
infer as to the balance of the traffic on Pocahontas roads? 
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‘There can be but one answer in view of the predominance of 
the coal mining in West Virginia. Probably the Pocahontas 
toads have the most unbalanced traffic of any important lines 
in the country. They move heavy coal trains down grade from 
their West Virginia mines and have but little to haul back. 
As a result, they have a very large average proportion of empty 
Cars per train and are even less favorably situated in this respect 
than the Trunk Lines and the anthracite roads. In both 1920 
and 1921 their percentage of loaded car-miles—61% and 57% 
respectively—was the lowest of any group, the average for 
Class One roads in the United States being 68% in 1920 and 
63% in 1921. 

From the mines the coal moves both east and west, but the 
eastbound tonnage is considerably the larger, as appears in 
the following table: 


CoaL TRAFFIC ON PocAHoNTAS Roaps 


Yy Eastbound Westbound Total 
Noe (net tons) (net tons) (net tons) 
BSH OPER RAS o's ooo vse: srvtwse 17,707,774 14,923,207 32,630,981 
OWE Lane Spavretece wie oe are die 3 8i 6 16,484,291 14,880,111 31,364,402 
TQVUIG) eee: Ne Cee Oo 18,410,546 11,470,665 20,881,211 
OEMS arets, 2) =: feiss vines rs 6 13,222,400 12,285,071 25,507,471 
MQ 2O ss Pete i cease 55 srelele iy wtaes 16,480,516 10,564,197 26,945,713 


There are two grades of coal produced in the Pocahontas 
territory. One is a highly volatile, smokeless grade suitable 
for bunkering ships, and this mostly moves to the east.. The 
lower grade, “gas coal,” is chiefly shipped into the Middle 
West, and into the Northwest via the Great Lakes. 

It must not be thought, however, that in the case of the 
Pocahontas roads, this extremely unbalanced traffic results in 
unprofitable operation. Their traffic has several features 
which more than compensate. 
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1. The heavily loaded trains move down grade, while it is 
the empties that have to be hauled up. 

2. They have a very long haul, ranging in 1919 from an 
average of 264 miles on the Norfolk and Western up to 
353 miles on the Virginian—a longer average haul per ton 
than is found on any eastern roads. . 

3. Perhaps as important as any of the compensating 
features is the very rapid movement secured on these lines, 
their average car-miles per car day being greater than that 
found in any other section. In 1920 when business was good 
the average number of car-miles per car day for the Poca- 
hontas region was 35.3 against a United States average of 
25.1, and in 1921 the region averaged nearly 24 miles per 
car day as against 22.4 for all Class One roads. 


Low Ton-Mile Revenue; High Total Net Revenue.—From 
the revenue point of view, one naturally reflects that the pre- 
dominance of bituminous coal, which classes as a low-grade 
commodity, must result in low receipts per ton per mile, and it is 
true that the ton-mile revenue of the Pocahontas roads is re- 
markably low. It was as low as 45 hundredths of a cent in 
1917, and it runs more than 3% mills under the average for 
the United States. ‘ 

The ton-mile revenue prevents the receipt of high gross 
revenue per freight-train-mile even though the trainloads are 
large. 

How, then, is the fact that the Pocahontas roads have a 
very high net revenue both per train-mile and per mile of road 
to be explained? Their train-mile net, which normally runs 
well over $1.00, is exceeded by few lines. Their net per mile 
of road in 1917 ranged from $6,856 on the Chesapeake and 
Ohio up to $11,867 on the Norfolk and Western, a showing 
which places them in the same class with the Trunk Lines. 
The answer to the question is not to be found in the density 
of their traffic, although this is about the same as that of the 
Trunk Lines and the anthracite roads and consequently is 
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great. We have seen that it is not to be found in the balance 
of their traffic. Rather it is found in the three following 
factors: 


1. Heavy trainloads. The Pocahontas roads have the 
heaviest average trainloads of any group of railways in 
the United States. Their net tons per train average about 
1,200.° The Virginian Railway has an average of about 
1,700 tons per train. 

2. Large carloads. The average net tons per loaded car 
for these roads is 42, as against an average for the United 
States of about 28. This means a large percentage of net 
weight compared with gross weight, and the Pocahontas 
roads have the largest ratio of net ton-miles to gross ton- 
miles (excluding locomotive and tender) of any roads in the 
country. In 1920 it was 54% as against 49% for the United 
States, and in 1921, 49% as against 45% for the country. 

3. Rapid movement of cars. 


These appear to be the chief operating characteristics which 
enable the Pocahontas roads to offset their low ton-mile 
revenue and to show large net earnings per mile. The cost per 
ton-mile of the chief items of train operating expense is very 
considerably less than that in any other group of railways, 
although these expenses per train-mile are somewhat above the 
average for the country as a whole, a situation which can only 
be explained by the three factors just mentioned coupled with 
the favorable grades in the direction of the heavy traffic and 
the low cost of their fuel. 


Very Low Operating Ratios—In 1917 the Norfolk and 
Western had the lowest operating ratio of any great eastern 
railway system, its figure being 62%. The Virginian Rail- 
way, with an operating ratio of 55%, was excelled in this 
respect by only a handful of railways throughout the whole 
sountry, none of which had so dense a traffic. The Chesa- 
peake and Ohio, with a ratio of 69%, was below the average. 


CHAPTER Ix 


SOUTHERN RAILWAYS 
‘Chief Southern Roads.—The railways of the South (see 
Fig. 15) have their peculiar characteristics arising from the 
industrial and social conditions in that section. These roads, 
as we shall see, vary rather widely among themselves, but they 
have enough in common to warrant discussing them as a group. 
Great development has taken place in the South during the 
last generation, and more is to come; consequently, the student 
of railway geography must be specially alert to make allowance 
for change in considering this group of roads. 

The chief railways of the South are the following: 


1. Atlantic Coast Line Railroad Co. (Richmond, Va., to Jacksonville, 
Fla., and other Florida points) 
Louisville and Nashville Railroad Co. (New Orleans to St. Louis, 
Louisville, and Cincinnati) j 
Nashville, Chattanooga and St. Louis Railway 


2. Seaboard Air Line Railway Co. (Richmond, Va., to Tampa, Fila.) 


3. Southern Railway Co. (Washington to Mobile and New Orleans, via 
Atlanta and Birmingham; reaches Cincinnati and St. Louis) 

Alabama Great Southern Railroad Co. 
Georgia Southern and Florida Railway Co. 
Mobile and Ohio Railroad Co. 
New Orleans and Northeastern Railroad Co. 
Cincinnati, New Orleans, and Texas Pacific Railway Co. 

4. Illinois Central Railroad Co. (Chicago to New Orleans) 
Chicago, St. Louis and New Orleans Railroad Co. 
Central of Georgia Railway Co. (Birmingham to Savannah) 
Yazoo and Mississippi Valley Railroad Co. 


The Atlantic Coast Line, the Seaboard Air Line, and the 
Southern have part control over the Richmond, Fredericks- 
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burg and Potomac Railroad, a short line between Richmond 
and Washington which serves as a “bridge” between the two 
seaboard routes and the North. 


Direction and Grouping of Southern Lines.—At a glance 
it is obvious that these chief southern railway lines have a gen- 
eral north and south trend. The Trunk Lines and the Pocahon- 
tas roads extend east and west to connect Chicago and St. Louis 
with the northern Atlantic ports. There is no such great 
agricultural and manufacturing territory back of the southern 
ports, however, and even if there were the Gulf ports to the 
south would divert the traffic. On the whole, it may be said 
that the chief railways of the South have been built and de- 
veloped for one or more of the following reasons: 


1. To exchange the agricultural products of the South 
for the manufactures of the Northeast. 

2. To exchange the agricultural products of the South for 
the grain and manufactures of the Middle West. 

3. To haul the cotton raised in the South to the nearest 
ports—Wilmington, Charleston, Savannah, Jacksonville, 
Pensacola, Mobile, and New Orleans. This fact will explain 
the general North and South trend of the roads with their 
local concentration upon a number of ports. 


The various great Southern systems mentioned may be 
subdivided into groups. One way of looking at the matter 
would be to emphasize the Allegheny Mountains and to point 
out that east of those mountains lie the Atlantic Coast Line 
and the Seaboard Air Line, together with the main stem of 
the Southern Railway, stretching from Washington to Atlanta; 
while west of the Alleghenies lie the Illinois Central and the 
Louisville and Nashville, together with the network of 
southern railways which extends from New Orleans and 
Mobile to St. Louis and Cincinnati. The eastern, or seaboard, 


Ch. 9] SOUTHERN RAILWAYS 137. 


lines may be roughly said to connect the Virginia cities and 
Washington with Atlanta and the southern ports, such as 
Jacksonville; while the western or Mississippi Valley lines in 
. the South radiate from New Orleans and Mobile to the Ohio 
River crossings and Memphis. 

In reality, when the matter is looked at more from the 
traffic point of view, there are three railway areas in the South: 


I. The Seaboard Area 
Atlantic Coast Line and Seaboard Air Line 


2. The Mountain Area 
Southern Railway (main line) and Louisville and Nashville 


3. Mississippi Valley Area 
Illinois Central 
Yazoo and Mississippi Valley 
Southern Railway (Mobile-St. Louis lines) 


The Gateways to Southern Territory—On account of 
mountains and rivers the Southern railways have been focused 
on a number of “gateways,” or points at which these natural 
barriers could be most conveniently crossed.’ The chief of these 
points are the various “Ohio River Crossings,” the “Virginia 
Gateways,” and Atlanta, Georgia. : 

The principal “gateways” for the flow of traffic into and 
out of Southern territory are as follows: 


1. At Hagerstown, Md., Potomac Yard, and Richmond and Norfolk, Va., 
the Eastern Trunk Lines connect with the railways which run in a 
southwesterly direction through the Carolinas to the Southeast and 
the Mississippi Valley. \ 

2. At the Virginia cities of Roanoke, Lynchburg, Richmond, Petersburg, 
and Norfolk, the so-called “Pocahontas” lines connect with the Caro- 
lina lines. 

3. At the Ohio River crossings of Cincinnati, Ohio, Louisville, Ky., Evans- 
ville, Ind., and Cairo, Ill, the Central Freight Association roads 
connect with the lines leading into the South. At Cairo also lines 
leading from Western Trunk Line territory meet lines running from 
Cairo to the Southeast and Mississippi Valley. 
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4. At the lower Mississippi River crossings, which are Memphis, Tenn., 
Vicksburg and Natchez, Miss., and Baton Rouge and New Orleans, 
La., the southwestern lines interchange traffic with the Mississippi 
Valley lines. 


5. At the South Atlantic ports, Wilmington, N. Ge) Charleston; SiG; 
Savannah, Ga., Brunswick, Ga., and Jacksonville, Fla., there is a 
heavy movement of traffic between the eastern cities and the south 
by rail and water routes. Of course, export and import traffic is 
handled. 


6. At the Gulf ports, New Orleans, La., Mobile, Ala., and Pensacola, Fila., 
import, export, and coastwise traffic is handled as at the South 
Atlantic ports. 


The Territory—Supply of Transportation Facilities — 
The Southern territory, including the states south of the Ohio 
and Potomac rivers and east of the Mississippi, is much larger 
than any of the areas covered thus far. In this territory there 
are a little over 38,000 miles of road in operation, which is 
a small mileage in relation to area. Neither is the South very 
well equipped with railways in proportion to its population. 
Without going into detail, it may be said that in proportion 
to area the South is just a little better equipped than the aver- 
age for the whole United States, while in proportion to pop- 
ulation it is just about average. As to both locomotives and 
cars, the Southern territory is somewhat below the average 
for the United States, but not dissimilar to conditions prevail- 
ing in the West. The investment per mile of railway is 
relatively low. 


Physical and Economic Characteristics Affecting the Rail- 
ways.—The presence of the great barrier of the Allegheny 
Mountains, which stretches in a southeastern direction from 
West Virginia nearly to Atlanta and Birmingham, has affected 
the general direction of the Southern roads, as already indi- 
cated, and has given rise to the importance of several gateway 
points, among which Atlanta is the most notable. 


~ Ch. 9] SOUTHERN RAILWAYS 139 


On the west lies another great barrier in the shape of the 
Mississippi River. While, in a sense, that river is a highway 
of commerce, yet from the point of view of railway men 
- desiring to extend their roads to the West, it is an obstacle. 
There is no bridge across the Mississippi River south of 
Memphis, Tenn., and ferries have to be relied upon at the 
Vicksburg and New Orleans crossings. Such great railway 
systems as the Southern, the Texas and Pacific, and the 
Southern Pacific, run to the river and terminate there. Cotton 
eastbound from the Southwest sometimes goes up around by 
St. Louis. 

Water competition is an important factor in the Southern 
territory. Bounding it on two sides are the Atlantic Ocean 
and the Gulf of Mexico; on the other two sides flow the Ohio 
and Mississippi rivers; while such streams as the Mobile, Ten- 
nessee, and Cumberland rivers are navigable to an appreciable 
extent. 

The relative nearness of the Southern ports to grain-pro- 
ducing regions is a factor which has already some importance 
and may become more important in the future. Even such 
ports as Wilmington, Charleston, and Savannah are nearer to 
Kansas City than is New York; while Pensacola, Mobile, and 
New Orleans are much nearer. 

The population of the South is relatively sparse, with a 
rather low percentage of urban dwellers. It is heavily 
diluted with an illiterate negro element. In the past the rail- 
ways have done much to promote emigration from the North 
to various sections, but the population situation will long be a 
drawback to industrial and traffic development. 


Chief Industries—Agriculture and Lumbering —Agricul- 
ture, together with lumbering, is still the dominant industry 
in this section. Accordingly, the chief products are cotton, 
lumber, fruits and vegetables, rice, etc. Nevertheless, food- 


140 RAILWAY GEOGRAPHY [Pt. II 


\ 


stuffs are largely imported; for so large a part of the arable 
land is put to cotton that the people are dependent upon the 
northern states for a considerable portion of their grain and 
meat. The livestock production of this section, however, is 
rapidly growing. 

To the west of the Alleghenies’ there is a considerable 
mining area, producing both coal and iron ore. As a result, 
the Louisville and Nashville, and the Illinois Central both have 
a large volume of mineral traffic. 


Traffic Characteristics——As to the proportion of lumber 
and agricultural products hauled, there are two groups of 
Southern carriers. : 

1. The seaboard lines and the Mississippi Valley lines both 
have a large percentage of lumber and agricultural products, 
as appears in the statement which follows: 


Forest Agricultural 


Products Products 
peaboar@ Ade Tine Sos, .0. cnet et eae 26% 12% 
mitlantiey@oast Ling tet: 345) 6k kee ee 35 12 
Yazoo and Mississippi Valley ...........0..0cc00. 37 20 
Southern eet... 2 ee IN ae ee 19 10 


2. On the other hand, what may be called the Allegheny 
lines touch large coal and iron deposits in the mountainous 
regions near Birmingham, and therefore haul a fairly large 
proportion of mineral products and a small percentage of 
agricultural and forest products. 


Products of Agricultural 


Mines Products 
Womsyilierand Nashville ....0..... 0. ck eee 60% 8.4 
OT MMC St. 2.0, 4 ale-w is upciogeaiee hate cite 48 14 ” 
VION S Sly Wy Oy er aa Gein areas 40 10 


The Southern Railway, on account of its wide ramifica- 
tions, partakes of the characteristics of both groups; and it is 
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to be remembered that the Yazoo and Mississippi Valley is 
controlled by the Illinois Central. 


Large Agricultural and Forest Traffic—Cotton Relatively 
Unimportant——Perhaps the most notable characteristic’ of 
the traffic of the Southern roads, therefore, is the large pro- 
portion of agricultural and forest products. As such products 
have relatively low specific value, this means that the net 
revenue per train-mile must be relatively low. 

Cotton, which is the chief factor in southern industry, sup- 
plies a relatively small tonnage, as it is rather light and bulky. 
A good total cotton crop for the whole South, including Texas, 
is about 12,000,000 bales, which weigh only 3,000,000 tons. 
This is a very small fraction of the total tonnage hauled by 
the railways of the United States—less than one-fourth of one 
per cent. Something like one-half of the cotton has generally 
been exported, with New Orleans and Savannah as the chief 
southeastern ports; but the cotton movement through the 
South Atlantic ports has declined relatively on account of the 
increased movement via Galveston and the growth of domestic 
cotton manufacturing in North Carolina, South Carolina, and 
Georgia. 

Throughout a good part of the year there is a heavy move- 
ment of various kinds of fruits and vegetables from the South 
to the North, the shipments beginning early from the southern- 
most points, the shipping area moving north with the season. 
There are interesting characteristics of the individual roads, 
such as the large tonnage of peaches which originates on the 
Central of Georgia, and the heavy movement of imported 
bananas shipped north from New Orleans over the Illinois 
Central. 

Lumber and other forest products bulk very large in the 
traffic of the Southern roads, especially on the seaboard car- 
riers, on which these products comprise over 30% of the ton- 
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nage originating on their own lines. Products of the forest 
also make up from 8% to 16% of the tonnage originating on 
the main Southern roads in the Mississippi Valley area. It is to 
be noted, that while yellow pine is the chief item, Memphis is 
the’ center of the hardwood industry of the country. 

The chief items of traffic shipped into the South from the 
North are dry goods, boots and shoes, machinery, and various 
manufactures of metals from the Northeast; and grain, pack- 
ing-house products, agricultural implements and vehicles, boots 
and shoes, and cereal manufactures from the Central West. 


Direction of Traffic—oOn the seaboard railways there is 
a strong predominance of northbound tonnage, which has in- 
creased with the growth of the citrus fruit production. The 
railways to the west of the Alleghenies, on the other hand, 
have a more even balance, but their southbound traffic, such 
as grain, packing-house products, and bituminous coal, pre- 
dominates. Exports via the Gulf ports play a part in the 
western group. 


Low Traffic Density and Net Revenue.—In keeping with 
what has been said about the relative sparseness of population 
and the predominance of agriculture, is the fact that the 
Southern roads as a whole show a very low density of freight 
traffic. The number of ton-miles per mile of line ranges from 
a little less than 700,000 on the Seaboard Air Line up to 
jover 2,300,000 on the Illinois Central. The average for all 
Southern roads is in the neighborhood of 1,600,000 ton-miles 
per mile of line, and is a little less than for all railways of the 
country combined. There has, however, been a relatively 
rapid increase in the freight density on Southern roads. 

The density of passenger traffic is also relatively low in the 


South, being somewhat below the average for the United 
States. 
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Not only is the density of traffic low, but the net revenue 
per mile of road of the Southern carriers is considerably 
below the average, amounting pay to about $4,500 per annum 
~ in normal times. 


Small Ton-Mile Revenue and Trainload.—The reasons for 
this rather poor showing are to be found partly in the traffic 
and partly in the character of operation. As to the traffic, 
perhaps the most notable point is the low revenue per ton- 
mile, which is due to the large proportion of low-grade freight. 
A comparison of the revenue per ton-mile of the Southern 
roads with the average for the United States is shown in the 
following statement. 

United States Southern Territory 


Average Average 
TOU] Beteleie cs6. 0:8 0 eleiers.s sveceece ous eie.38 $.00715 $.00635 
MOEOQIERs « petcise teidee stele cies ett vlc .00973 .00873 
TOS Gab cease sci esieie od esieeuhdee ae 01274 01237 


From the operating point of view the notable points are 
the small average trainload and carload. The average net tons 
per train are only about 560 as compared with a United States 
average running from 597 tons in 1917 up to 708 tons in 
1920. The average carload of the Southern lines is among 
the smallest of the various railway groups, and is below the 
average for the country. The smallness of the average car- 
load is especially noticeable on the more eastern lines—the 
Southern, the Atlantic Coast Line, and the Seaboard Air Line. 

Naturally, having a low revenue per ton-mile and a small 
trainload, we should expect to find a small freight revenue per 
train-mile, and it is a fact that the gross earnings of the 
average Southern freight-train are much below the average 
for the United States. 


Low Earnings Offset by Low Expense and Rapid Move- 
ment.—Two things save the day for the Southern roads—their 
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very low operating expenses and their rapid movement of 
freight. An examination of the Interstate Commerce Com- 
mission statistics shows that these roads have the lowest costs 
per train-mile in the United States, their expenses for all the 
chief items, including locomotive repairs, wages of engine 


men and train men, and fuel, being notably small per train- _ 


mile. 

As to their rapid movement, it may be surprising to some to 
learn that the number of car-miles per car-day on the Southern 
roads in 1920 (28.7) was exceeded by only one group, namely, 
the Pocahontas, and their average train speed was but little 
below the high record made by the roads of the Central West 
region. This rapid movement is no doubt due to the large 
volume of perishable fruits and vegetables which are carried 
on the Southern roads. 

As might be inferred from the fact that the Southern ter- 
ritory as a whole exchanges a relatively heavy low-grade traffic 
for manufactured products, the Southern railways have 
another advantage in that a large percentage of the traffic of 
these roads originates on their own lines. It will be found 
that the tonnage originating on the road is nearly 65% of the 
total tonnage in the Southern district. 


Summary.—To sum up the situation, we may, therefore, 
say that the Southern lines make small gross earnings, but as 
they have small expenses they make a fair showing as to net 
revenue per ton-mile. The volume of their business, however, 
is so small that their net earnings per mile of road do not 
make a favorable showing when compared with those of more 
highly developed sections. Their operating ratio is rather 
low. Theirs is a small scale business done at a high profit per 
unit. 

Of course, the relatively low capitalization per mile of line 
of these roads may enable them to earn a good percentage on 
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their investment even with small net earnings per mile. Their 
average investment in road and equipment per mile of line is 
only about $58,000. 

The commodity statistics for the Southern roads are as 
follows: 


ComMMopitTy STATISTICS FOR THE SOUTHERN DiIsTRICT 


fe of Aggregate 9%, of Total Freight 
onnage Origin- Tonnage 
ating on Road 


Propucts oF AGRICULTURE: 


ATU M re Ie ac sate ais jaial's gin «010 ecsYere #6 aa eS 2.401 2.88 
pO Uikemerrmteyeisiouanstiteceaic ensures scia wae a'r e « 53 1.01 
Othernmmill, products weeinsscs 4 cnnc es rs 65 98 

AVM oteetet are sho: teas raisins sisielersy> aaa, celeishe «ein 6 36 81 
PUODACCON Ae ace woes Shirase oe a pais ihe srene 50 52 
OEM Ee ar araieta creat rus aieees eis ot ano eters. atone 95 1.05 
Hattpand vegetables. .cecwc.s. ccc. adn 1.07 228 
Other products of agriculture .......... 1.55 1.42 

NGL) Ue le res Sees da A 8.10 10.90 
ANIMALS AND PRODUCTS: 
Bi VeEStOGlomet ee tui: ciaveio mols) cle sed eiesvajoe poe 94 83 
Dressed imicatstanem ccc ce y+. che cwcsees .16 .20 
Other packing-house products .......... .22 .36 
oultiy,, game, ANG SH §. 0560560002 «om .07 .10 
Vie ltr een S.aie Sis itetarct ore dhclen a\e't.c leverere ois 02 .02 
ridesman@s leather sielelles.c eves a/oyrusisie ss es .06 .08 
Other animals and products ............ 30 .47 
ARGH RAUL eco Sucscrcetc ten RE CRE Rea Rie ae 1.86 2.06 
Propucts oF MINEs: 
PRTUehiLacites COAL wareraists) stays 1s s¥s Sie ‘eas, 41019 3'=%e .02 22 
STC OUS.» COd litem s oyec cara osere vig siee as 45.51 37.76 
(By Creat Cee varahote ate CFS scyahema ease Oe carne ses 1.61 1.50 
OHS ce SRC ee Fe ee Cees 2.83 2.44 
Stone, sand, and other like articles .... 6.35 5.61 
Other products of mines ................ 1.39 1.47 
PG taligmrr seater erence oisieice-n + o.s 57.71 49.00 
Propucts oF ForEsTs: 
Iter! Seell 6.5 Se eicess c.ccols AG eC 9.63 11.20 
Other products of forests .............- 4.43 4.10 
ERotaliq tick. cecepare eee’: Acta to Rees 14.06 15.30 
MANUFACTURES: ; 
Petroleum and other oils .............. 1.45 2.02 
SUGER LS aotSteneocn cater OAC ORES ne ae YL 79 
Neva eSCOnES>= aa ate a scals ores aleis,c sare oteiers «cor Hi £23 
ome pier and | Dlootny act it a.,-'s,-1s 60166 suse oie 1.13 1.06 


ronwatidesteclistail Sia cscs cc's eit eo einccs 24 42 


146 RAILWAY GEOGRAPHY [Pt. 11 


% _of Aggregate % of Total Freight 


Tonnage Origi- Tonnage 
nating on Road 
Other castings and machinery .......... .32 .70 
Barsand ‘sheet metals <rcee terete err ieee .42 73 
Cement, brick, and lime 2% <¢< cies > sea AO 2.75 
Agricultural implements ................ .07 ahi 
Wagons, carriages, tools, etc. .......... eT 34 
Wines, liquors, and beers .............. 10 2 
Household goods and furniture ......... .20 25 
Other manufactures ............2eeeeues 3.04 4.70 
AIGA. ecunkomocgocannrecnildeccd ou ot 11.02 14.22 
MISCELLANEOUS COMMODITIES not specified 
above (carload rates) ...... prot teceee 2.74 3.77 
L.C.L. Goons’ not distributed above ....... 4.51 4.75 


Grand (Total... Sais .s sterile etctelel nacoeecseter te 100.00 100.00 


CHAPTER X 
WESTERN RAILWAYS 
THE GRANGER LINES 


Chief Granger Roads.—The railways of the Western Dis- 
trict fall into three chief groups: the Granger lines of the 
Northwest, the Transcontinental lines, and the Southwestern 
lines. 

A group of railways (see Fig. 16), mostly in the north- 
western section of the country, has long been known as the 
Granger lines, or the “Grangers,” for short. These roads all 
radiate from Chicago, stretching out in a general westerly 
direction and to the northwest, and serving a predominantly 
agricultural region—from which fact they derive their name. 

The chief Granger lines and the main points touched are 
as follows: ' 


1. Chicago and Northwestern Railway Co. (Chicago to Minneapolis ; 
Chicago to Lander, Wyo., via Omaha) 
Chicago, St. Paul, Minneapolis and Omaha Railway Co. (St. Paul- 


Omaha-Duluth) 

2. Chicago, Milwaukee and St. Paul Railway Co. (Chicago to Minneapolis, 
Omaha, Kansas City, Seattle) 

3. Chicago Great Western Railroad Co. (Chicago to St. Joseph, Mo., 
Omaha, St. Paul) 

4. Chicago, Rock Island and Pacific Railway Co. (Chicago to Denver, Santa 
Rosa, New Mex.; and Dallas, via Omaha and Kansas City) 

s. Great Northern Railway Co. (St. Paul to Duluth, Seattle, Portland, Ore., 
Vancouver ) 

6. Northern Pacific Railway Co. (St. Paul to Duluth, Portland, Seattle, 
Vancouver ) 
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7. Chicago, Burlington and Quincy Railroad Co. (controlled by Great 
Nortnern and Northern Pacific jointly), (Chicago to Minneapolis, 
Billings, Mont., Denver, and St. Louis; Omaha, Kansas City) 

Of these roads the Great Northern, the Northern Pacific, 

“and the Chicago, Milwaukee and St. Paul extend through to 

the Pacific Coast, and hence they serve as “Transcontinental” 

carriers, as well as being Granger lines. The Granger group 
contains a considerable number of roads in addition to those 
mentioned, but most of them are relatively unimportant. 


Their Location—In general, it may be said that with 
Chicago as their center the Granger lines form a radiating 
network reaching out toward such secondary centers as Min- 
neapolis, St. Paul, Kansas City, Mo., and Omaha as their im- 
mediate objective points. Originally, Chicago was the great 
primary market for grain and livestock, which were produced 
in the territory immediately adjacent. Accordingly, the roads 
mentioned were mostly built to bring such traffic into the 
- western metropolis. Then agriculture became more highly 
developed to the west and northwest, and the Granger lines 
were pushed further out and served to connect the new agri- 
cultural centers with Chicago. The tendency now is for these 
roads to reach out to the Pacific, as is illustrated completely 
by the growth of the Chicago, Milwaukee and St. Paul, and 
partly by the Chicago and North Western. 

The relation of Chicago and St. Louis to the Missouri 
River points—Sioux City, Omaha, Kansas Citveulio., etc —— 
is of importance in understanding the situation. Most of the 
roads terminating in Chicago have no line from St. Louis to 
those points.* St. Louis, as a rival of Chicago, is served to 
the west by a distinct group of carriers, such as the Missouri 
Pacific, the St. Louis and San Francisco, and the Missouri, 
Kansas and Texas. Accordingly, it may be considered as the 


1 The Chicago and Alton is an important exception. 
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center from which radiate the southwestern group of roads 
and thus stands in contrast with Chicago which is the center 
of the northwestern carriers.” 

In addition to the Missouri River points already referred 
to, the importance of the “Twin Cities,” Minneapolis and St. 
Paul, is to be kept in mind, for these points are the distributing 
centers for the whole Northwest and they are a secondary 
center of concentration—a sort of railway ganglion—for some 
of the Granger roads. 


Economic Factors—Agriculture.—Briefly to mention some 
of the chief economic characteristics affecting the Granger 
railways, we must first note that they operate over a relatively 
level prairie country, which results in a comparatively small 
investment per mile of line and easy grades and curves. Un- 
fortunately, however, the absence of coal in the further North- 
west increases fuel expenses as compared with those roads 
which are more fortunately situated in this respect. At the 
same time, this gives rise to a fairly heavy coal traffic at certain 
seasons of the year. 

The dominant factor is the prevalence of agriculture, which 
is the chief industry through most of the territory served by 
the Granger lines. Theirs is the great grain belt, while live- 
stock raising and lumbering are also important. 

Even in so brief a sketch as this there should be included 
a word concerning the effect of rivers and lakes upon the rail 
carriers. While there is in this section little or no water com- 
petition for local traffic, the Mississippi River, which flows 
down the center of the territory from north to south, exerts 
a slight effect on rates from St. Louis to the Twin Cities; 
while the Great Lakes afford water competition between 
Chicago and Minneapolis via Duluth. The influence of water 


?The Atchison, Topeka and Santa Fe forms the chief ex epti i i 
tion as it runs from Chicago to the southwest via St. Touts PUOG 0, $818 Bencraliee, 
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competition, however, is considerably modified by the fact that 
it is exercised during only a part of the year, and furthermore, 
that the water routes are either inefficient or have to be supple- 
~ mented by a railway haul. 

The Mississippi and Missouri rivers interpose barriers 
which have tended to make certain points at which they are 
-crossed have importance as “gateways.” This is notably true 
of Kansas City, Mo., and Omaha. 


Traffic Characteristics—As to traffic, perhaps the most 
notable characteristic of the Granger lines still remains the 
- large proportion of agricultural products which they handle. 
Products of agriculture, chiefly grain, in most cases form 20% 
or more of their traffic, ranging from 16% up to 35% of the 
total tonnage. Animal products add something like 7% more. 

It follows, naturally, that the traffic is highly seasonal, 
reaching a maximum during the period of heavy crop move- 
ment in the fall, when there is a great demand for box cars to 
move the grain, which results in frequent car shortages. At 
other times there is often a surplus of such equipment. 

As one might infer, the preponderance of traffic is east- 
bound in the case of the more typical Granger lines, the mile- 
age of loaded freight-cars eastbound being considerably in 
excess of that westbound, while empty-car-mileage is greater 
in the westbound movement. Those roads, however, which, 
like the Great Northern and Northern Pacific, might be classed 
as “Transcontinental” carriers, have a relatively heavier west- 
bound traffic and a larger proportion of empty-car-mileage 
eastbound. 

As compared with the average for the United States, and 
even with the average for the Southern roads, the typical 
Granger lines have a low freight traffic density. The ton- 
miles per mile of line for typical Granger carriers ranges from 
880,000 up to 1,400,000 as compared with the normal average 
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for the United States of something over 1,600,000. If the 
Chicago and Northwestern, and the Chicago, Milwaukee and St. 
Paul be taken as typical in this respect, it may be said that the 
normal density of freight traffic for a Granger road is only 
about 1,000,000 ton-miles per mile of line. It may be safely 
stated that traffic density in the northwestern region is among 
the lowest in the country. 

An operating factor which gives the Granger lines some 
advantage, however, is the length of their average haul, which, 
for a typical Granger group, ranges from about 155 miles up 
to over 290 miles. 


Small Net Earnings——As one considers the operations of 
the Granger lines, one is particularly struck with the relatively 
small net earnings per mile of line which these roads show, the 
figures for a typical group ranging from $2,591 up to $4,663 in 
1917, and from $1,187 to $3,576 in 1919. A typical Granger 
road in a normal year might be expected to show net earnings 
of about $3,500 per mile of line, as compared with an average 
for all roads in the United States of about $5,000. 

Among the chief reasons for this relatively poor showing 
is the low traffic density already referred to and the relatively 
small carloads and trainloads which are found on most of the 
Granger lines. Such roads as the Great Northern and the 
Chicago, Burlington and Quincy have average trainloads run- 
ning well over 600 net tons, but most of the typical Granger 
lines will only show in the neighborhood of 500 net tons, and 
this tonnage is distributed among small carloads averaging 
in the neighborhood of 22 tons against a United States average 
of over 26 tons. 

Of course, one must remember that if the investment per 
mile of line is small—road and equipment average somewhat 
less than $65,000,—a small amount of net earnings per mile 
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of line may equal a good return on investment. This appears 
to be the case with a number of the Granger lines, and such 
companies as the Chicago, Burlington and Quincy, and the 

Chicago and North Western have consistently paid good 
dividends. 


THE TRANSCONTINENTAL LINES 


Chief Transcontinental Roads.—The group of Transcon- 
tinental railways (see Fig. 17) stretch across the western part 
of the United States from various Mississippi Valley points 
to the Pacific Coast. In reality they cross only a part of the 
continent, but, as they were the last link in the chain from the 
Atlantic to the Pacific, and as they have owed their chief 
significance to their position in bridging the gap between the 
Missouri River and the Pacific Coast, they have been given 
the name which they bear. This group of railways includes 
the following: 


1. Union Pacific Railroad Co. (Council Bluffs, Iowa, to Ogden; Kansas 


City to Denver) 
Oregon Short Line Railroad Co. (Granger, Wyo., and Ogden, to 


Huntington, Ore.) 
Oregon-Washington Railroad and Navigation Co. (Huntington, 


Ore., to Portland and Spokane) 
Los Angeles and Salt Lake Railroad Co. (Salt Lake City to Los 
Angeles) 


2. Southern Pacific Co. 
Southern Pacific Railroad Co. (New Orleans to San Francisco and 


Portland, via Galveston and Los Angeles) 
Central Pacific Railway Co. (Ogden to San Francisco) 
3. Western Pacific Railroad Co. (Salt Lake City to San Francisco) 
4. Atchison, Topeka and Santa Fe Railway Co. (Chicago to Los Angeles 
and San Francisco, via Kansas City) 
Gulf, Colorado and Santa Fe Railway Co. (Galveston to Purcell, 


Okla.—See Granger Lines) 
California, Arizona and Santa Fe Railway Co. (Needles, Cal., to 


Oakland, San Francisco Bay) 
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5. Northern Pacific Railway Co. (see Granger lines) 
6. Great Northern Railway Co. (see Granger lines) 
7. Chicago, Milwaukee and St. Paul Railway Co. (see Granger lines) 


Obviously, these great Western Trunk Lines may be 
divided into three subgroups: a northern group embracing the 
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Fig. 17.—Chief Transcontinental Lines and Chicago Connections 


Northern Pacific, Great Northern, and Chicago, Milwaukee 
and St. Paul; a central group embracing the Union Pacific and 
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the Central Pacific; a southern group, composed of the Atchi- 
son, Topeka and Santa Fe, and the Southern Pacific. 


Interwoven at Eastern and Western Termini—At their 
eastern termini these roads are curiously interwoven. The 
Chicago, Milwaukee and St. Paul, and the Atchison, Topeka 
and Santa Fe both terminate at Chicago, thus placing the 
northern and southern routes in direct competition at that 
important point, a competition by which the middlewestern 
metropolis benefits materially. The Great Northern and 
Northern Pacific, too, gain access to Chicago by way of the 
Chicago, Burlington and Quincy which they jointly control. 
At the same time, the Chicago, Milwaukee and St. Paul passes 
through Minneapolis and St. Paul, which points constitute 
the eastern termini of the Great Northern and Northern Pacific 
lines proper. The Union Pacific ends at Council Bluffs on the 
Missouri River, but connects there with various lines, its closest 
affiliation appearing to be with the Chicago and North 
Western. The Southern Pacific, true to its name, terminates 
in New Orleans, but offers keen competition to New York by 
means of a steamship line which it operates, the Morgan Line. 

This concentration on Chicago is a striking characteristic. 
The advantages of Chicago’s location are well known, but such 
a heavy concentration of traffic on that point limits elasticity 
in routing between east and west and tends to congestion. 

On the Pacific Coast, ports are few. The northern group 
serve the northern coast ports of Seattle, Tacoma, and Port- 
land. The Union Pacific terminates in Ogden and Salt Lake 
City, but connects there with the Central Pacific for San 
Francisco. Both the southern Transcontinental roads reach 
San Francisco by the southern route, but both also have as an 
intermediate Pacific Coast port, Los Angeles. 

While this statement covers the main scheme of things on 
the Pacific Coast, it is by no means complete, and the com- 
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petitive situation is much more complex than it would indicate. 
In the first place, the Union Pacific is really in the form of 
a great trident, as it controls branches which extend from the 
neighborhood of Great Salt Lake to Portland and to Los 
Angeles. In the second place, the Southern Pacific does not 
stop at San Francisco and its line extends up the coast to 
Portland. It is thus apparent that three of the main Trans- 
continental systems—the Union Pacific, the Southern Pacific, 
and the Northern Pacific—come together at Portland, and that 
the Southern Pacific serves both the Northern Pacific and the 
California coast ports. 


The Inter-Mountain Points.—Between 250 and 300 miles 
inland from the coast lie a number of towns which are known 
as the “inter-mountain points.” They do not have the ad- 
vantage of water competition which is enjoyed by the coast 
towns, and consequently have a severe struggle to retain any 
trading area between themselves and the coast. These cities 
include Spokane, Wash., on the northern route; Pendleton, 
Ore., on the northern branch of the Union Pacific; Reno, 
Nev., on the Central Pacific; and Prescott and Phoenix, Aries 
on the Santa Fe. These cities, as we shall see, constitute a 
serious problem in the rate structure of the Transcontinental 
roads, as they naturally insist that their westbound rates 
should be as low as or lower than those to the coast ports, in 
spite of the fact that water competition requires especially low 
rates to the latter. 


Panama Canal Competition—Canadian Roads.—This sug- 
gests what is probably the most serious problem of the Trans- 
continental lines, namely, the Panama Canal. In the days 
when it took two months to ship goods by water around Cape 
Horn, the rail routes across the continent had little to fear 
from water competition, and it was easy enough to make 
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satisfactory rate adjustments. With the opening of the 
Panama Canal in 1914 there was established: a new water 
route with a direct through sailing distance between New. 
York and San Francisco of approximately 5,000 miles and 
without a transfer en route. The canal route cuts the time 
required by water in shipments from coast to coast down to 
between 18 and 20 days, which is probably as good as or better 
than the average time required for the movement by rail. 
Consequently, water competition has been very severe. 
Another phase of the competitive situation in this territory 
is that offered by the Canadian roads, the Canadian Pacific 
and the Canadian Northern, which extend along the northern 
boundary of the United States from Montreal and Quebec to 
Vancouver. As these carriers are subject to requirements and 
rate regulations different from those in the United States, they 
constitute a distinct problem for the Transcontinental lines. 


Traffic and Operating Characteristics—The Transconti- 
nental roads all cross a wide stretch of territory which is but 
sparsely settled and has slight industrial development; for 
west of the 100th meridian, as every one knows, the rainfall 
is so scant that little agriculture is possible except by means of 
irrigation. The Transcontinental lines also have to contend 
with the great barrier of the Rocky Mountains, which is 
crossed only at enormous expense and with steep grades and 
numerous curves. From these things it follows that they have 
an unusually great mileage in proportion to their traffic, and 
their operating problems are widely different from those of 
the eastern roads. 

The Transcontinental lines show an unusually large num- 
ber of locomotive miles in proportion to the number of trains 
hauled, which is chiefly due to the mountainous territory which 
they traverse. Such roads as the Oregon-Washington Rail- 
road and Navigation Co. and the Southern Pacific show an 
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average ratio of freight-train-miles to locomotive miles of less 
than .80, and-most of the other Transcontinental lines have 
ratios under .go. 


Commodities Hauled.—Agricultural products are naturally 
an important element in the traffic of the Transcontinental 
lines, running from 16% of the total in the case of the Santa 
Fe, up to 30% in the case of the Union Pacific. Within the 
agricultural group, grain and fruit and vegetables are the most 
important items, with the two latter items most decidedly pre- 
dominant on the Union Pacific and Southern Pacific lines, 
where they run in the neighborhood of 11% of the total traffic. 
Live-stock also furnishes a large volume of traffic on these 
roads, especially on the Santa Fe. Lumber from the western 
forests is one of the most important items, particularly on the 
northern route. Manufactured products form about 20% of 
the traffic of the central and southern lines, but do not make 
so large a percentage of the traffic over the Northern Pacific. 

The eastbound carloads of the Union Pacific in 1920, as 
measured by interchange movement at the eastern terminus, 
are shown in the following table: 


PERISHABLES Carloads Cuter Non-PerisHasies Carloads 
Apples and other fresh fruit 32,909 Lumberaretes shies 35,801 
Giir ish hr uitS\ patesk ieee ees 9,176 Canned#goodsia-eeneseere 5,098 
Wreeetables. e. ..c cen can este 4,210 Sugar, Cl. wits cote eee 4,148 
Eggs and poultry ........ 218 GCoalh:izt cinta ee ee 2,472 

Wool, etx cchcnemaeeniacee 1,625 


The foregoing figures emphasize the large proportion of 
perishable products which move over the Transcontinental 
lines, and suggest the great number of refrigerator cars re- 
quired for their eastbound business. 

Westbound there is a heavy carload movement of cotton 
(largely for export), steel products, and automobiles. The 
bulk of the tonnage in this direction is composed of manu- 
factures and coal. 


The foregoing facts might be inferred from the nature of 
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the territory served. Both the Pacific Coast and the moun- 
tainous territory to the east produce great quantities of citrus 

nd other fruits and melons, potatoes, and other vegetables. 

eet sugar and rice are also large crops, while cattle-raising 
in the plains states is a leading industry. All these products, 
together with canned foods, move eastward to the markets 
chiefly in the territory east of the Mississippi River and north 
of the Ohio. The Pacific Coast forests in northern California, 
Oregon, and Washington furnish a huge tonnage of lumber, 
which is also shipped east. Such states as Montana on the 
north and Arizona on the south are large producers of copper 
and other non-ferrous metals, which are smelted locally and 
transported in the semifinished shape to eastern points for re- 
fining. 


Direction of Traffic—Lack of Balance.—The prevailing 
movement of traffic is now eastbound. Back in 1907, when 
the Interstate Commerce Commission still published figures 
indicating the loaded and empty-car-mileage moving in 
different directions, it was shown that the loaded-car-mileage 
in the entire Rocky Mountain—Pacific Coast territory was 
332,000,000 westbound, compared with only 284,000,000 
eastbound. In accord with this fact, the empty-car-mileage 
eastbound was greatly in excess of that westbound. But even 
at that time, the eastbound car-mileage was predominant in the 
northern half of the territory west of the Mississippi, and at 
present the eastbound movement is the greater. In 1920 
(March to November) the eastbound and westbound tonnages 
through Portland, Ogden, and El Paso gateways were as fol- 


lows: 


Westbound Eastbound 

(tons) (tons) 

Vicia o rt atidteer tesa oi, .sie0rs 571,172 749,557 
SSF SOCAN sajsieree ei cle seo) 1,076,395 1,616,861 
Coe IP ASOl as .aices> a6 802,226 1,046,733 


bPotal muerte eee acs". . 2,449,793 3,413,151 
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These figures not only indicate that in 1920 the Transconti- 
nental eastbound tonnage was 58% of the total, but also that 
the central gateway at Ogden was the channel for the largest 
stream of traffic. 

In this territory, as in most other regions of the United 
States, over one-half of the loaded-car-mileage is eastbound— 
about 67%. 

Partly because of the predominance of eastbound tonnage, 
one of the chief problems of the Transcontinental lines is to 
secure westbound traffic to fill empty cars in that direction. 
This problem, however, would exist even if the eastbound 
tonnage were considerably less, for it is partly to be explained 
by the bulky character of the eastbound traffic and by the large 
movement of fruits and vegetables in refrigerator cars east- 
bound. These lines own about 50,000 refrigerator cars for 
handling the perishable products produced: in their territories, 
and freight suitable for loading in these cars on the back 
haul is very desirable. The eastbound lumber traffic, too, 
means a large movement of empty box cars to the west. 


Traffic Not Dense—but Rapid Long-Haul Movement.— 
The salient traffic and operating facts relating to the Trans- 
continental roads may be briefly summed up as follows. The 
density of freight, while it is greater than that of the typical 
Granger lines and other western carriers, is under the average 
for the United States, with the single exception of the Union 
Pacific. On the average, the Transcontinental lines have a 
density of about 1,300,000 ton-miles per mile of line, while 
the Union Pacific normally has about 2,000,000. This 
relatively low density of freight traffic is associated with rather 
small trainloads and carloads, although here again the Trans- 
continental lines make a_ better showing than the typical 
Granger lines, especially in the case of the Northern Pacific, 


which has a large volume of. coal traffic. The average 


: 
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trainload of the Union Pacific was 499 tons in 1917 and 558 

tons in 1919. In both years its average carload was 20 tons. 
But this lack of density in traffic is partly made up by other 

- conditions, which are more conducive to good net earnings. 


I, The Transcontinental lines have an extraordinarily long 
average haul, amounting to well over 300 miles. In 1919 
the Union Pacific had an average haul per ton of freight 
of 471 miles, while the average for the United States was 
only 178 miles. 

2. The movement of freight over the Transcontinental 
lines is very rapid. The number of car-miles per car-day in 
the central western region has recently been second only to 
the maximum found on the Pocahontas roads, and was 
33-8 in 1920. As a result of the rapid movement of freight 
we find a very large tonnage is handled per car-day, even 
though the average carload is small. In other words, the 
cars move so rapidly or continuously that in spite of the 
small number of tons per car the number of ton-miles per 
car-day is high. 

3. The Transcontinental lines show a rather high average 
revenue per ton-mile, the figure being well over the average 
for the United States. 


To sum up, though their traffic is not dense these roads 
have a rapid long-haul movement at high rates. 


Good Net Earnings.—The net result of these factors is 
that the Transcontinental lines show rather high net earnings 
per mile of line. It may fairly be said that a typical figure for 
the group is approximately $6,000 per mile of line, which is 
well over the average for the United States. The Union 
Pacific makes much the strongest showing, in 1917 its net 
earnings per mile of line being $8,571, and in 1919, $10,206. 
The average investment in road and equipment per mile is 
between $66,000 and $70,000. 
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It is a notable fact that the net earnings per train-mile of 
the Transcontinental lines are high, owing to the same favor- 
able conditions which have already been mentioned. 


SOUTHWESTERN LINES 


Chief Roads in Group—In much the same way that the 
Granger lines radiate from Chicago, a group of southwestern 
railways (see Fig. 18) extends out from St. Louis and Kansas 
City in the general direction of the Gulf of Mexico. These 
roads have a characteristic traffic and may be considered on 
that basis as constituting a distinct group. The chief South- 
western roads are the following: 


1. Missouri, Kansas and Texas Railway Co. (St. Louis to Houston and 
San Antonio, Tex.) 

2. St. Louis-San Francisco Railway Co. (St. Louis to Kansas City, Mo. 
points in Oklahoma, Texas, and Arkansas, and to Birmingham, 
Ala., via Memphis) 

3. St. Louis Southwestern Railway Co. (St. Louis to Dallas and Ft. 
Worth; Memphis) 

4. Gulf, Colorado and Santa Fe Railway Co. (controlled by Atchison, 
Topeka and Santa Fe, see page 153) 

5. Missouri Pacific Railroad Co. (St. Louis to Pueblo, Colo., Texarkana, 
Ark., Lake Charles, La., etc.) 

6. International and Great Northern Railway Co. (Houston and Laredo, 
Tex., to Fort Worth, Tex.) 


. Texas and Pacific Railway Co. (New Orleans to El Paso, via Dallas) 
. Kansas City Southern Railway (Kansas City, Mo. to Port Arthur, Tex.) 


CONT 


A glance at the map will show that these various lines 
‘strike southwest from St. Louis and Kansas City, Missouri, 
and stretch across the states of Arkansas, Oklahoma, and 
Texas to terminate at Houston and Galveston on the Gulf or 
at Ft. Worth and Dallas in interior Texas. The Texas and 
Pacific, however, runs in a general westerly direction across 
Texas from New Orleans to the Rio Grande, and a number 
of smaller roads also run east and west. 
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Fig. 18,—Chief Southwestern Railways 


Relation with Other Roads.——Most of the southwestern 
lines are cut by the Southern Pacific, or Santa Fe,.and have 
in the past participated to some extent in transcontinental 
traffic. They do not, however, afford a direct route for such 
traffic, and there seems to be no probability that if left to 
themselves they will become parts of transcontinental systems 
as is likely to be the case with the Granger lines. On the 
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other hand, with the opening of the Panama Canal they have 
gained a greater opportunity for export and import traffic. 


Character of Traffic.—These roads, like the Granger lines, — 
are predominantly agricultural carriers, hauling large quanti- 
ties of grain, cotton, lumber, and livestock. Petroleum and 
coal are also considerable items. There is a growing volume 
of export traffic, both grain and cotton, moving out of Galves- 
ton. 

Naturally, the traffic varies according to seasonal condi- 
tions, and is also subject to great changes from year to year, 
caused by the success or failure of crops in a country where 
droughts are not uncommon. 


Low Net Earnings.—Most of the southwestern carriers 
have not been very profitable and show very low net earnings © 
per mile of line. This may be explained largely by their very 
low traffic density. The roads of the southwestern region 
show the lowest number of ton-miles per mile of line of any 
section of the country. Their trainloads are the smallest to be 
found outside of the New England section, and the average 
carload is also very small. It may be said that they are only 
able to operate with any success at all by reason of their low 
expense per train-mile, which is similar to that of the roads 
in the Southeast. This condition is due to reckless promotion 
and overconstruction. There are too many lines in proportion 
to the traffic available at present. 


Commodity Statistics for the West.—Commodity data are 
not available for each of the three western groups separately, 
but some idea of the kind of traffic throughout the whole 
section may be secured from the following figures. Data for 
the individual roads are to be found in Statistics of Railways 
in the United States. 
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CommMopity STATISTICS FOR THE WESTERN D1stRIcT 
% of Aggregate % of Total Freight 


Tonnage Origi- Tonnage 
Propucts or AGRICULTURE: nating on Road 
COUT Tah Be PA eR 9 > lig 9.5 8.5 
BEI sak achoc ck empath ete oe ow. cias pak oe 2.1 1.96 
Rother: Mill products sc ec ces anes s.ce.s sects 1.4 1.3 
YUE ote eUarins ote rey retotcr te Tevetal cscyottalelivevcvel yet evarcvacade 1.1 1.04 
WR ODACCO es gece monies Balhae se eee OI 04 
OOLLONM RTT oe otis hones ch belo weaen 5 : 6 
ixwitrandaevegetables) «.: 2.0.1 «s+ .cesc en 3 4.5 
Other products of agriculture ............ 1.2 3 
ANGE 3 Goat ines 5 ai eiae ele AIR RANA ERE 18.9 19.3 
ANIMALS AND Propucts: , 
NEGGOSLOCIGE e500 irs Se cae ctrl 'sss cine Hodis 3.8 3.2 
DRCosed mnCAtGwes vee athe tcc hac times 4 4 
Other packing-house products ........... 4 3 
inoultry;.game,@and fish 22.) josh... sur 2 2 
WOOD pray AScRielea re chy Nis we malathion .04 06 
Plideswand* leather” «co. scccee res. cee ae aL I 
Other animals and products ............. 5 5 
MIN Oa vere Pelee tec aitttie is arcscisisieis 0 ererkids acs.c 5.4 4.8 
Propucts oF MINEs: 
Par Ital CibersCOAls tier. he cislarcicldersi@oeie's, Linea 6 6 
BILMOINO USE COAlE oe) tci.-aSirewia cides oct $3.5 14.2 
CORE” Sein’. idl Ao GSE Oe eee een ne 5 vy 
(ONGS.. ot eat note Coc ean eon Ree eee 20.2 14.1 
Stone, sand, and other like articles ...... 6.9 5.4 
Other sproductsiof mines 2.22.00... e. 0 3.0 3.9 
EGLANY > Secott deta ceeoupeteie pene Ot Chali ere eee 44.7 38.9 
Propucts oF Forests: 
UMIDE eet crete ies asec geen a ate eet 10.2 10:7 
@ther= products, of (forests (23... 45 aes «see 3.0 2.6 
GI pak onobe pp On Gne AOE SO meeneeee 13.2 14.3 
MANUFACTURES : 
etrolcummand other 101s: ¢. ower oat ee 3.3 4.5 
SiON E DAS BO Oe te ee 6 9 
INavallstores > i. cenentes ceetesiels eo cs neces .03 .04 
rane piee ANG Dl OONI ae ce 3c.0s.ccccleses » 05s 38 4 
MSOs IECRS LEC arta Si a fetena te pale;0i4si0 ave areiera ns al 3 
Other castings and machinery ........... 6 1.6 
Barmedncdasheetanetalae es sos eckesusccne cee 4 1.2 
Cement, brick, and: Mime es. esc eee s 3.0 3.0 
Apricultural) upleMents) cio... seine cccien en 3 3 
Wagons, carriages, tools, etc. ............ ee ic 
Wines, liquors, and beers ............-. 2 3 
Household goods and furniture .......... 2 = 
@Othememantuflactures. aye. cccec secs ses cc 2.1 Waa 
Biotec pene trenerete a chereicle eho escle chew eines 11.4 16.6 
MisceLLANEOUS COMMODITIES not specified 
aDOVemLcarload Gates) s5..c/-/=.0.o%0 oles 10 ole 1.8 17 
L.C.L. Goons not distributed above.......... 4.6 4.4 
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Part I]I—Principles of Railway Rates 


CHAPTER XI 


ECONOMIC PECULIARITIES OF THE RAILWAY 
BUSINESS 


The Economics of Rate Determination—Value.—T he prin- 
ciples of railway rate-making—sometimes called theory of 
railway rates—deal with the value of the transportation ser- 
vice. The inquiry may concern the question of how railway 
rates have actually been determined in the past when subject 
to no close regulation, or how railway rates should be deter- 
mined in the future under close regulation. In any case, how- 
ever, it is desirable first to pause and recall the teachings of 

“economics concerning the nature of value and its determi- 
nation. 

_ “Value,” as ordinarily considered in economic science, is 
the ratio in which goods and services exchange for one 
another, and a commodity, the ordinary unit of which ex- 
changes in the market for two ordinary units of a second 
commodity, is twice as valuable as the latter. The value of 
the transportation service, accordingly, | is the_ ratio in which 
it exchanges for other commodities or services. Ordinarily 
some standard is adopted as a common denominator for 
measuring and expressing values. Such a common denom- 
inator is money, and our dollar represents the standard of 
measurement. Values, when expressed in terms of dollars or 
other monetary units, are generally called “prices.” 

The railway rate expressed in terms of cents per hundred 
pounds is, therefore, the price of the transportation service. 

Like all economic values, the value of transportation ex- 
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presses the relative importance of the service in comparison 
with other valuable things. This relative importance in most 
cases depends ultimately upon the relative cost of producing 
the things which are compared and exchanged, and upon the 
relative intensity of the demands therefor. The demand, in its 
turn, depends upon the intensity of wants, and is effective 
in the degree to which wants are supported by purchasing 
power on the part of those who feel the wants. In the case 
of railway freight transportation the demand is secondary, 
being derived from the desire to have commodities at a given 
point to which they have to be hauled. The commodity may 
be wanted for itself, but the transportation is wanted only as a 
means of obtaining the commodity. 


Rates Equilibrate Demand and Supply.—Another way of 
looking at value is to consider it as having a function—the 
function of equilibrating demand and supply. Thus the value 
of the transportation service must be such as to insure that 
ata . point where the greatest possible utilization of transporta- 
tion facilities will exist. This point will vary with industrial 
conditions, such as affect railway operating expenses and the 
profits made by shippers in transporting goods from place to 
place; but in general it may be said that the railway rate is too 
low as long as the quantity of transportation service demanded 
is greater than can Be SONU saaticd at thee sates ond 
versa, If, for example, between. two Cities the railway rate is 
one dollar per hundred pounds, and there is so much profit to 
shippers at that rate that they demand more facilities in the 
way of locomotives, cars, tracks, and labor than the railways 
can supply between those points without loss, then the rate 
must be raised in order to enable the railway to increase the 
supply. The raising of the rate, on the other hand, has a 
tendency to reduce the shippers’ profit and thus to eliminate a 
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part of the demand. This double process is one of equili- 
bration between demand and supply, and it is effected through 
changes in value or price. As a result of this process the maxi- 
‘mum amount of exchanges of goods or of transportation is 
assured to the public. 


General Rate Level vs. Particular Rates— There are two 
ways of looking at the value of the transportation service: 

1. The entire freight service of a railway or of all rail- 
ways may be considered as a whole, and railway rates be 
thought of as a general level of payment for the combined 
service performed. This is the point of view taken when we 
are considering general rate reductions or advances, and the 
‘question is one of balancing the total revenues of the carriers 
against the total operating expenses and comparing the balance 
with their total investment. 

2. More frequently the question is one of determining the 
particular rate to be charged for transporting some particular 
commodity between two particular points. In such cases we 
do not necessarily deal with the total expenses and revenues 
although these are, of course, affected. Particular rates are in 
a way more difficult to determine than the general rate level, 
as it is almost impossible to determine the cost of transporting 
any particular commodity. Consequently, the demand of the 
shipper is apt to play a larger part in particular cases. This 
is a pretty intangible factor, and rates based merely upon 
demand easily become discriminatory. 

From what has been said thus far it is apparent that in 
the last analysis the problem of determining the value of the 
transportation service—which is the rate problem—is one of 
knowing and weighing the factors upon which depend demand 
for and supply of such service. It is, therefore, desirable to 
lay a foundation for the conclusions to be reached by analyzing 


those factors. 
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Demand Factors—“Marginal Demand Price.”—Like the 
demand for all economic quantities, the demand for trans- 
portation is subject to the law of diminishing utility. As the 
supply of. transportation—locomotives, cars, and terminal 
facilities—increases, the intensity of the want for it tends to 
decrease. Utility (wants) may increase as fast as transporta- 
tion facilities, but always the tendency to diminish is there, 
and if the supply of transportation is continuously increased, 
there will come a time when any unit of transportation service, 
say the ton-mile, will find a less intense want among shippers. 
Such is the law. 


At any given time there is a certain “marginal demand 
price” for_a unit of transportation service. By this is meant 
aan’ . . 
that there is a certain maximum rate which is the most_that 


will be paid by the shipper who has the least demand for such 


a unit. As already implied, each shipper has a certain want 
for railway service and a certain ability to pay, and these are 
the things which determine his individual “marginal demand 
price.” The intensity of the shipper’s want is what economists 
call “marginal utility.” Shippers whose want or whose pur- 
chasing power is less than the existing railway rate, do not ship, 
and exercise only an indirect effect upon the rate level. They 
are ‘‘supra-marginal’”—above the margin. 


Elasticity of Demand.—The “elasticity” of demand is a 
very important factor. By this is meant the readiness with 


prices fall quickly when the,supply of a commodity is increased, 
we say that the demand is inelastic, — for it breaks readily. 


: — MEE Tes 
When a commodity or service has a wide variety of uses, or 
when there are many unfilled wants which into play as 
the supply is increased, the price or rate tends to be maintained 
Sas eect eee ere een a 


and we say the demand is elastic, This is the case with rail- 
way transportation in general, although the demand for the 
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transportation of some particular commodity may be inelastic 
just as the consumer demand for that commodity may be. 

This last statement suggests a point already mentioned, 
namely, that the demand for railway transportation ulti- 
mately is derived from the demand for the commodities which 
are transported. The demand for the transportation of salt 
or any widely produced commodity which meets wants of 
small intensity is not so keen as the demand for transportation 
of silk or fruit which have, for one reason or another, a higher 
marginal utility. 


Supply Factors—Diminishing Cost.—Like all things which 
man can produce, railway transportation is supplied only by 
‘incurring certain costs of production, and is subject to the 
laws which govern increase of cost. Some commodities, such 
as agricultural products, are so closely dependent upon limited 
land area that the expense of producing them tends to increase 
rapidly as production is increased, and these may be thought 
of as obeying a law of diminishing returns or increasing cost. 
Others which are generally more dependent upon the use of 
large amounts of capital show decreased unit costs as the 
supply is increased, and are said to obey the law of increasing 
returns or diminishing costs. Such is the case with railway 
transportation. Within wide limits, the greater the volume 
of transportation the less the cost per ton-mile. As will be 
pointed out later, this does not hold true indefinitely, but it is 
apt to be true for so large a part of the time that, with certain 
qualifications, it is helpful to consider railways as being subject 
to unit costs which tend to diminish as traffic increases. 


“Rixed Expense.”—The chief factor in causing a condition 
of increasing returns or diminishing cost is the existence of a 
large proportion of “fixed expense.” This condition is 
notably true of railways, for, as we shall see, approximately 
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two-thirds of a railway’s expenditures ordinarily remain prac- 
tically constant regardless of the volume of business. This is 
apt to be true of any business which requires large initial in- 
vestment in fixed capital, and is made the more true in the 
case of railways because so large a part of their investment, 
such as roadbed and track, is subject to depreciation without 
regard to volume of traffic. This condition always tends to 
make an industry strive to increase its volume of business 
without much regard to unit operating expenses. 

One can start in the milk business for a few hundred 
dollars, and in the wholesale grocery businéss for a few 
thousand dollars. Such businesses require but small fixed 
capital in the shape of buildings and equipment. A railway, 
however, may easily cost more than $50,000 per mile, to say 
nothing of the great expense of terminals and equipment. The 
investment in the railways of the country is over $18,000,000,- 
000. This means an enormous “fixed charge,” which does not 
vary in relation to the volume of traffic—which, indeed, 
would largely go on if there were no traffic at all. The follow- 
ing table shows the chief items of a railway’s expense and their 


proportion to the total, the figures being an average for the 
United States for 1917. 


CuigF Expense IrEmMs—PeERcEeNntTAGES OF TOTAL RAILWAY EXPENSE 


Percentages of the 
Total of Expense 
and Tax Accruals, 


Percentages of and Deducti 
Items of Expense Total Expense from Taconic ai 
MAINTENANCE OF Way AND STRUCTURES: 
IR eS EERE TNS See ss 15.6% 11.8% 
Roadway maintenance ................. 1.8% 
Bridges, trestles, and culverts ......... 1.1 
RECS PR Re stealect clays. 1c, « acc cit on ee 2.1 
Track laying and surfacing ............ 4.4 
SSC EATEN CONG! bicrsis. 5% «sce suee MS 9 
MAINTENANCE OF EQUIPMENT: 
BTA Re eUiia <s\ou'r nas Oo ais a eee 24.2% 18.4% 
HROEOMIGHVESH a.0tderd. si + sc cc Cee 9.6% 
PPCIE MCAS (09 ts oes «ows. xs aids eee 9.8 
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Percentages of the 
Total of Expense 
and Tax Accruals, 


Items of Expense MST Posen ete ys ee 
TRANSPORTATION : 
(botall.<..<.. eee oe. GENE 40.570 

nreltior JOCOmOL VES. «este ess ore ss 3s 13.8 

Station emp loyecsu eases sc ve 0-ca5s 6.9 

Engine men and engine-house expenses 9.9 

FIN cvITN TIME Aras owalcra ve ays) avelsueiniesele 0:0 6 6.1 
MISCELLANEOUS OPERATION ..........-- 1.0% 
PRAHRIG) pera aeett erent, Ewes. tals ae Ass od/ 2.390 2.0% 
[GENERATE XPENSES sce cen sees ces caaccess 3.490 2.59% 
Frixep Cuarces DrepucteD From INCOME 24.390 


Maintenance of Way and Equipment.—Taking up the 
items in the foregoing table one by one, we find that the main- 
tenance of way and structures expense is, in large part, depen- 
dent upon weather and natural decay. Ties rot and road 
ballast washes or blows away. Iron and steel rust.. These 
things are largely independent of traffic. So is the cost of 
removing snow, ice, and sand, and the painting and repair of 
stations, signs, fences, and telegraph lines. The largest single 
item, however, track laying and surfacing, is most notably 
independent of traffic. In the well-known Wisconsin “2-cent 
fare decision” in 1907 it was found that only one-tenth of the 
expense of maintaining roadway, tracks, and bridges varies 
with the traffic, and but one-third of the tie maintenance; 
while the total expense of rails was assigned to wear and tear. 
The best estimates have been to the effect that about one-third 
of the total expense for maintenance of way and structures 


apparent that 10.4% of the total is fixed on this account. 
—rhe-expense of mantaining equipment is more variable, 
especially in the case of freight equipment. Every effort is 


made by the railways to use equipment to its full capacity, 
and it can be adjusted to demand much more readily than is 
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the case with way and structures. It is ordinarily estimated 
that about 50% of this item is variable, and, as it constitutes 
24.2% of the total operating expense, we may add another 
12.1% to the fixed expense. 


Transportation Expense.—Over half of a railway’s operat- 
ing expenses are incurred for “transportation,” and it may be 
estimated that approximately 50% of these transportation ex- 
péfises are constant. The largest single item is fuel for loco- 
motives, about one-third of which is independent of the volume 
of traffic, being more closely connected with the mere length 
of time that the locomotive is under steam. The next largest 
items are those made by the wages of the engine men, train 
men, and station employees. As none of these employees are 


paid on the basis of the volume of the traffic which they 
andle, it is apparent that their wages can bear no close _rela- 


tion to that volume, In fact, to a considerable extent, wages 
are paid on the basis of time and do not even vary with 


relation to train-miles. These facts explain why it is estimated 


Traffic and General Expense.—The remaining items of 
the expenses are practically constant, or fixed with regard to 
the volume of traffic. In “traffic expenses” the variable 
element is negligible, and in any case the total amount is 
relatively small. General expenses and fixed charges being 
incurred to pay for the services of general officers and in- 
terest, rentals, and taxes, naturally are much the same year in 
and year out, regardless of the tonnage hauled. 


Percentage of Total Variable and Constant Expenses.— 
If the reader has followed the foregoing analysis, it will now 
be apparent that a little over two-thirds of a railway’s total 
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expenses (including tax accruals and all fixed charges or de- 
ductions from income) are relatively constant, or “fixed,” with 
reference to the volume of traffic. On the basis of the income 
-account of 1917 the following percentages may be considered 
as fairly representative: 


ANALYSIS OF VARIABLE AND CONSTANT EXPENSES 


Percentage Percentage 
Variable Constant 


IMRINtENANCE LOL WAY co ssid tice ee ot Slave mole es 3.9 7.9 
Maintenance of equipment .............e.+: 9.2 9.2 
MiransportatiOM “we eelee wc ces seen mist c ee 20.2 20.2 
DEV EICS 1G BU CHO D.C CEDIIG COE cree oon cinot nis — 2.0 
General ..... 7 Oe eo ee en — 2.5 
Fixed charges .....--.seeeeeeec ee eer ec ceees _ 24.3 

Title a miso vce ale viele e wise wie 33.3 — 66.1 


It must not be thought that the constant or fixed expenses 
have absolutely no relation to volume of traffic, for it is quite 
obvious that this is only true within certain limits. When a 
railway’s traffic develops to such a point that it must increase its 
investment in track and rolling stock, it must also increase its 
fixed charges in the way of interest and taxes. The investment 
required may be so large as even to prevent the payment of 
dividends for a time. But after the new level of investment 
has been established, the capital charges again remain constant 
regardless of the development of traffic. A more general 
statement of the principle involved, therefore, would be that 
under any given conditions as to size of plant and administra- 
tive organization, approximately two-thirds of a railway’ s 
expenses remain constant. 


Why Competition Tends to Become “Cutthroat.”—It fol- 
lows from this situation that railways are virtually compelled 
to take traffic which does not contribute its full share of the 
revenue required to cover total expense. Under free compe- 
tition railways will accept traffic which merely pays enough to 
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cover the direct expense occasioned by the movement of that 
particular traffic, such as the cost of handling it-at terminals. 

A classical illustration of this situation is that given by Had- 
ley in his ‘‘Railroad Transportation.” A railway running from 
A to B is assumed to be carrying 100,000 tons between those 
points at 25 cents per ton, which brings in gross revenue of 
$25,000. Transportation expenses are $10,000; repairs and 
general expense $5,000; and interest on investment $10,000. 
Thus the operating expenses are $15,000. Now comes a new 
road which is built parallel to the first one and hauls traffic 
from A to B at 20 cents per ton. The first carrier must meet 
the reduced rate and consequently the gross revenue falls from 
$25,000 to $20,000. The expense being assumed to remain 
constant at $15,000, it is apparent that there is a still smaller 
return, $5,000, left as interest. Further competition now cuts 
the rate to 15 cents per ton and the gross revenue of $15,000 
merely pays operating expenses, with nothing left over for 
return to capital. A further rate cut to 11 cents follows, with 
the result that the gross revenue falls to $11,000, which is only 
sufficient to pay the transportation expenses proper and con- 
tribute $1,000 toward repairs and general expenses. 


The point to be made is that while in a sense both of the. 


competing carriers are losing money, the contribution of 
$1,000 towards repairs and general expenses is better than 
nothing. As long as traffic contributes something above the 
direct out-of-pocket expenses required to handle it, competing 
carriers will desire it. As Hadley puts it, “If you take at 11 
cents freight that costs you 25 cents to handle you lose 14 
cents on every ton you carry. If you refuse to take it at that 
rate, you lose 15 cents on every ton you do not carry.” That 
is to say, your fixed charges being assumed to amount to 15 
cents per ton, you loose that amount on every ton you do not 
take; and if the freight pays 11 cents towards those fixed 


charges, every ton of it which you secure cuts down your loss 
to only 4 cents per ton. 
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“Joint Expense.”—There is a second vital factor affecting 
railway rates on the supply side, and that is ‘joint cost.” 
An unusually large part of railway expenses are “joint,” and 
this fact profoundly affects railway competition and railway 
rates. 

Costs are said to be joint when they are incurred for two 
or more products or services which (1) have different markets, 
and (2) are necessarily produced together.t Cotton and cotton- 
seed are necessarily produced together and at the same time 
have different economic markets, one being demanded for 
manufacture of textiles while the other is used for food and 
feed. Consequently, the cost of growing cotton is an excellent 
illustration of joint cost. It is practically impossible to say how 
much of the expenses of a cotton plantation are chargeable to 
the lint and how much to the seed. 

In much the same way, a railway’s expenses are joint, as 
between its passenger and freight service and as between 
various items of freight. As a practical matter most railways 
have to produce passenger transportation and freight trans- 
portation at the same time, and the utilities afforded by the 
two branches of service are widely different. Also, railways 
have much traffic which is taken to fill their cars on a “back 
haul.” They move trainloads of freight from some point of 
origin where traffic is abundant, and the cars in those trains 
have to be returned to secure other loads. If the point of 
destination is not one which supplies much traffic, the back 
haul must be largely empty and the traffic which they secure 
on the back haul has special importance. Clearly, the expense 
of moving the train from the point of origin to its destina- 
tion and back again is, ina very real sense, a cost which may be 
regarded as being incurred jointly for the prevailing traffic 
and the back-haul traffic. The two are necessarily produced 


1See Haney, “Joint Costs with Especial Regard to Railways,” Quarterly Journal 
of Economics, Feb. 1916. 
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together, and the transportation services are sold in different 
markets. Several important instances of the back-haul prob- 
lem have been given on preceding pages, such as those of the 
Pocahontas roads and the Gulf carriers.” 

While it is true that in the case of railway traffic the pro- 
duction of each of the joint products is, to a large extent, 
variable and is not physically fixed as is the proportion of cot- 
ton seed or lint, this only makes a difference in degree, and 
it is economically necessary that an important quantity of pas- 
senger traffic be handled along with freight traffic, or that the 
back-haul traffic be developed as much as possible. 


Competition and Rates Affected by Joint Costs——The point 
of this discussion of joint costs as affecting railways is that 
there can be no direct relation between total railway expense 
and the volume of any single kind or class of railway traffic. 
Being necessarily produced together, a reduction in the volume 
of any one kind of traffic does not proportionately reduce 
expenses. Indeed, to this extent, the matter is but a phase of 
the fixed expense idea. There are certain results peculiar to 
joint expense, however, which are of great importance. For 
one thing, it is the existence of a large amount of joint expense 
which makes railway competition so different from competi- 
tion in most industries. Joint costs are obviously indetermin- 
ate and cannot be specifically charged to any one of the joint 
products. Accordingly, there are no known cost limits, and 
under competition rates can be arbitrarily fixed. Competition 
can never work satisfactorily where costs cannot be accurately 
determined. 

Moreover, joint expenses open the door to discrimination. 
When the public knows approximately what it costs to perform 
each item of service, it can insist that each service shall be 
performed with some uniform relation to the expense involved, 


See pages 130 and 142, 


: 
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Lacking such knowledge, however, the public must, to a large 
extent, accept the arbitrary charges named by the carriers. 
Indeed, the carriers themselves, not knowing the costs of their 
‘different services, might, with the best of intentions, name rates 
which would be discriminatory on a cost basis. 


Proportion of Railway Expenses which Are Joint.— 
Such being the importance of joint costs, let us attempt to get 
some idea of the proportion of railway expenses which are 
joint. The chief data are to be found in the reports of the 
Interstate Commerce Commission, and there follows a table 
which shows the percentage of railway expenses which are 
assignable to the passenger and the freight services as esti- 
mated by the Commission in its report for 1917. 


PERCENTAGES OF RarLwAy OPERATING EXPENSES ASSIGNABLE TO 
FREIGHT AND PASSENGER SERVICES 


ey 


Per Cent Per Cent : 
Per Cent | Assignable | Assignable | Total Per Cent 
of Total | to Freight | to Passenger Assignable 
Service Service 


Total operating 

expense....... 100% 48.4% 15.7% 64.1% 
Maintenance of 

way and struc- 


(WUTES ake gastos 15.6 9.3 2.8 12.1 
Maintenance of 

equipment.....| 24.2 60.8 15.9 76.7 
Transportation 

(ail) eee teresns- 53.2 56.9 18.0 74.9 
“( Dhreett eo (es PCa urge cera 2.3 51.5 33-9 85.4 
Kenerale ni =... - 3.4 23.9 6.4 30.3 


ee — ee ee es ee 


The foregoing table shows that approximately 64% of a 
railway’s operating expenses are assignable to the freight and 
passenger service, which leaves approximately 36% clearly 
joint and unassignable. This statement of the case, however, 
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only tells part of the story, for after the expenses have been 
assigned to the freight service, there arises the problem of © 
assigning them to the various commodities which together 
make up the freight traffic. Much the same may be said of 
the expenses within the passenger service. Consequently, we 
must conclude that a much larger percentage than 36% is really 
joint. 

It has been estimated that approximately 75% of all a rail- 
way’s expenses, in one sense or another, come under the head 
of joint expenses. In the first place, although the Interstate 
Commerce Commission has undertaken to allocate general ex- 
penses as between freight and passenger service, the fact re- 
mains that any allocation of the item is more or less arbitrary, 
and general expenses are essentially joint. Consequently, we 
must add approximately 3.4% to the 36% of expenses that 
cannot be assigned either to passenger or to freight service, 
which brings the total up to nearly 40%. In the second place, 
the allocation of expenses for maintenance of way and struc- 
tures must clearly be estimated on some such basis as the relative 
number of miles made by freight trains and passenger trains, 
and cannot be directly assigned to either branch of the service. 
Consequently, a large part of that item is also really joint, 
which adds at least 10% of the total operating expenses. This 
brings the total up to 50% even without allowing for those 
large parts of expenditure for maintenance of equipment and 
transportation which are joint as regards the various items of 
freight traffic or passenger traffic. 


Allocating Joint Expenses.—It must not be supposed that 
there are no logical ways of allocating these expenses—ways 
which assign to various branches of railway service and to 
specific items of traffic their reasonable shares of the joint 
total. Railway accountants and economists are able to figure 
on reasonable bases what almost any kind of traffic should be 
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_ charged in order to make it pay its way. The point is, that 
though reasonable, these methods of allocation are necessarily 
arbitrary and no two accountants may agree exactly as to the 
basis to be used. Under such circumstances, it is natural that 
if railways are left to themselves to compete for traffic they 
will tend to make such charges for hauling various shipments 
as they may consider expedient, with the result that they may 
charge much less for hauling some kinds of traffic than for 
others which apparently should bear just as large a share of 
the joint operating expenses. This makes unreasonable dis- 
crimination easy, which is the chief reason why the existence 
of a large proportion of joint expenses is so important in con- 
sidering the railway problem. 


Peculiarities of Railway Transportation Supply.—Having 
thus indicated the two chief conditions which affect the 
problem of determining railway rates from the cost side, we 
may sum up the factors which affect the supply of railway 
transportation by comparing the railway business with the 
ordinary kind of business. The economic theory of value 
ordinarily makes certain assumptions : 


t. It assumes that commodities or services are divisible 
into units of the same kind, that is, that they are composed 
of equal and uniform parts, such as tons of coal, and that 
they may be averaged. 

2. A corollary of this assumption is that there are no 
joint costs, but that each unit can be assigned its specific 
average cost, which cost can be compared with a demand 
price. 

3. The ordinary theory further assumes that there are 
immediate and constant limitations set by costs which operate 
in a steady way, beginning with the first units of supply 
and varying as the supply is increased or decreased. 

4. Finally, it is assumed that the business will be aban- 
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doned when it is found that the products of that business 
cannot be sold for enough to cover costs and provide some 
return for capital and business enterprise. 


Now all these assumptions either do not apply to the rail- 
way business or do so only in a partial way. The services 
performed by a railway are not uniform and are not divisible 
into equal units. Numerous kinds of freight and numerous 
passengers having different wants are hauled under various 
conditions, for various distances, and between different points. 
As we have seen, no single unit of measurement can be found 
which is perfectly satisfactory, even the ton-mile being subject 
to many shortcomings. Closely connected with this fact is the 
large element of joint expense which makes it impossible to 
assign railway costs directly or to compare them with the 
demand price for transportation. In the railway business there 
are no immediate and constant limitations on the supply of any 
particular kind of transportation; for, to begin with, a large 
part of a railway’s expenses do not vary with the volume of 
traffic, and the situation is made still more complex by the 
" fact that the joint expenses cannot be directly compared with 
the services with which they are connected. 


CHAPTER XII 


FALSE OR INCOMPLETE THEORIES OF RAILWAY 
RATES 


Cost of Service——Before attempting to formulate the cor- 
rect principles of railway rate making, it seems desirable to 
clear the way by disposing of several false or incomplete rate 
theories which have gained some prominence. One should 
note, however, that in each one of the theories to be mentioned 
next there is some partial truth, and, as will appear later, by 
taking from each its element of truth, it is possible to build up 
a sound theory. 

Just as in economics there are those who say that value is 
determined by cost of production, so in dealing with railway 
rates it has been proposed to have them determined by cost. 
The foregoing pages, however, have already prepared us to 
understand that there are peculiar difficulties in the way of 
applying a cost theory to railway rates. Even if the theory 
were not in itself wrong, it would be impracticable as a sole 
basis, for the reason that something like three-fourths of a 
railway’s expenses are “joint” and cannot be specifically as- 
signed to the particular class of traffic. Ina report of a Senate 
committee some years ago the following statement was made: 


The test of cost of production, or cost of service, which 
is commonly regarded as useful in the determination of fair 
compensation, has been shown to be inapplicable to the 
charges for specific railway services, owing to the complexity 
of railway traffic and the fact that many of the expenses of 
conducting the railway business are incurred on behalf of the 
entire body of traffic between particular points and of particu- 
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lar kinds. For this reason, it is generally true, not only that 
there is no ascertainable cost of performing a particular 
service, but that there is actually no sum which can be 
assigned as the real cost of any single service.t 


It may be added that the railway business is so affected 
by seasonal variations and by contingencies that any cost basis 
would necessarily have to be a rough average of different 
seasons or years. Moreover, the costs differ on different 
roads. What, for example, is the cost of hauling a bushel 
of wheat from Buffalo to New York—is it the cost of the 
New York Central, the Delaware, Lackawanna and Western, 
the Lehigh Valley, the Erie, or the Erie Canal? And if it be 
suggested that the highest necessary cost would serve as a 
basis, we are merely thrown back on the question, what is the 
highest necessary cost, a question to which competition can in 
this business give us no answer. 


Cost a One-Sided Basis.—A more fundamental ob jection to 
cost as a basis, however, lies in the one-sided character of such 
a basis. The outstanding argument against it is the fact that 
the cost basis ignores the utility of the service, or the demand 
side. Cost is only one side of the problem. As a result, a 
- cost basis would give no assurance that railways would be used 
to the best advantage. On the one hand, low-grade commodi- 
ties which might be wanted at certain destinations could not be 
moved thither because the cost, and consequently, the rate if 
based on cost, would be greater than the price that could be 
paid for them. On the other hand, if rates were limited to 
cost, there might be no adequate development of transporta- 
tion for goods which are in great demand. To insure the 
movement of milk, fruit, meat, etc., the development of ex- 
pensive special facilities has been required, and if rates had 
been strictly confined to the bare cost of transportation it may 


1 Digest of Senate Hearing, 1906, page 24. 
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be doubted whether the necessary devices and organization 
would have been developed. 

Another point may be made which serves to illustrate the 
one-sidedness of a cost basis,—the point that the rate itself 
may determine the cost, or in other words, that cost may 
within limits be dependent upon the rate. Though apt to be 
overworked, there is a certain element of truth in this point, 
since a reduction in rates sometimes results in increased traffic, 
which, in turn, leads to lower operating expenses per unit of 
traffic. 


Element of Truth in Cost Theory.—While the cost theory 
taken by itself is both impracticable and fallacious, it contains 
a partial truth which should not be overlooked, and it serves as 
a much needed corrective to some of the other theories which 
will be mentioned. This is well brought out by a further exami- 
nation of the point that costs are dependent upon rates. As 
a matter of fact, there are decided limits to such dependence. 
Traffic conditions, for instance, might make it impossible to 
increase the volume by reducing rates, as would be the case 
in a sparsely settled territory where no large volume would be 
forthcoming even if the rates were reduced to zero. Further- 
more, as already pointed out, when the rate reduction increases 
traffic to a point which requires increased investment or some 
fundamental changes in service, such as the addition of new 
trains, the result is an increase in cost, not a decrease. Finally, 
there is a limit to the point when applied to the traffic as a 
whole, which should not be overlooked. If discrimination is 
to be avoided and the rate level in general is thought of, it is 
obvious that as rates are reduced there must come a time, 
whatever the volume of traffic, when the business would be 
operated at a loss. After all, costs must continually set a limit, 
and, while rates might be reduced to zero, costs could never be 


so reduced. 
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Distance Theory.—A special phase of the cost theory is 
that which would base rates on mileage or distance. There are 
several plans which fall under this head. The proposal may 
be for a flat rate of so many cents per hundred pounds per 
mile, which would make the transportation charge increase in 
proportion to the distance; or it may be proposed to have a 
regularly decreasing rate per mile, which would make the total 
charge increase at a less rapid rate than the distance. Most 
frequently in practice mileage rate schemes are based on some 
irregular decrease in the charge per mile as the distance covered 
by the shipment increases, as is illustrated by the tapering mile- 
age scheme in the Central Freight Association territory or the 
percentage zones of the Chicago—-New York rate structure, 
which will be discussed in Chapter XXII. 

Whatever the scheme, however, it may be urged against 
all distance bases for rates that as they assume that costs are 
related to distance, they have some of the weaknesses of a cost 
basis. An objection to distance as to all cost bases lies in its 
neglect of the utility of the service and the ability of shippers 
to pay. 

But even from the cost standpoint distance does not furnish 
an adequate basis, for the fact is that a large part of railway 
expenses do not vary with distance. Notably the terminal ex- 
penses, which amount to a very considerable proportion of the 
total, have no relation to distance, and would be the same 
whether the shipment moved two miles or two hundred miles. 
Maintenance expenses which largely depend on natural deterio- 
ration would not be reflected in charges based on distance, and 
all the expense of labor which is paid by the hour has no direct 
relation to distance. Engineers tell us that at most the cost of 
the line haul increases only as the square root of the distance. 


Postage Stamp Theory.—While this theory has never 
gained much of a following, it is of interest as being the 
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opposite of the distance theory. The postage stamp theory of 
rates would have a flat charge made regardless of distance, 
much as the Post Office Department charges for handling 
- letters. It is illustrated to some extent by the practice of 
“blanketing” wide territories and applying the same rate from 
all points outside to any point in the territory. Thus com- 
modity rates from the whole eastern part of the United States 
to the Pacific Coast have been the same. 

It is argued by the few who have defended this idea, that 
the railway business is a public utility and that it should be 
put at the disposal of everyone on a uniform basis, and one 
which would eliminate distance as a factor. 

We may dismiss this proposal with short consideration. It 
is fundamentally unsound in that it does away with the cost 
test and would doubtless encourage a tremendous waste in 
transportation. In fact, it has no economic basis, as it dis- 
regards both cost and demand. The basis used in charging 
for mail matter works only because the amount involved is 
so small. Mail matter is rather uniform, and a 2-cent stamp 
is to most people a negligible payment. Freight, however, 
varies so widely, both as to cost of transportation and the 
demand for the service, that it seems entirely impracticable 
to adopt any uniform charge. The expenses of operating the 
transportation system of the country, too, are so enormous 
that it would be almost unthinkable to allow them to be in- 
creased without reference to cost. Such a method of basing 
rates could only be put in effect under government operation. 

This theory lays the emphasis in an exaggerated way upon 
the public utility aspect of railways. It is well to realize to 
the full this aspect. Under any conditions that are likely to 
exist in the near future, it seems clear that in operating a 
machine which is as expensive as the railway, and one which 
is so interwoven with industry, it is essential that economy 
and business considerations should have due weight. 
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“What the Traffic Will Bear.”—Probably the most fre- 
quently mentioned principle of rate making is that known as 
charging what the traffic will bear. It is a sad commentary 
on popular thought that this should be true, for in reality these 
words cover up a group of hazy ideas and tend to obscure 
the issue. In the first place, the phrase begs the whole question. 
The question before us is, What rate will the traffic bear? 
Therefore, to propound that rates shall be determined by 
“what the traffic will bear” gets us nowhere. The question 
we are asking is merely put in another way without suggesting 
any answer. What the traffic will bear is to be.the rate, but 
what is the amount? 

The proponent of the what-the-traffic-will-bear idea, how- 
ever, may say that he means something more definite and that 
he does not intend to beg the question. The trouble is that 
he. may mean any one of four or five different things. 


1. He may mean what the traffic will bear and move at all; 
or in other words, the highest possible rate that could be 
charged without shutting off traffic. Such an idea as this 
was perhaps in the heads of railway managers when they 
proposed this basis of rate making toward the end of the 
nineteenth century. 

2. If, however, the thinker is inclined to favor more 
moderate charges, he may have in mind an idea which is 
equivalent to charging what the traffic will bear and move 
freely, which would mean not the maximum rates but rates 
which would allow each class of traffic to move in large 
volume—though how large a volume is to be encouraged 
remains indefinite. 

3. Again, this idea may mean what the traffic will bear 
without being diverted to some other route by land or water. 
In this case, “what the traffic will bear” would be something 
lower than in the first case. 

4. Another idea that may lurk behind the phrase is that 
of custom—what is the traffic used to bearing? 
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5. Or there may be an ethical idea in the phrase, and 
the one who proposes it may really have in mind the question, 
what ought the traffic to bear? If this is the idea there can 
be little doubt that what is in mind is some preconceived 
idea of what constitutes a just railway rate, which would 
merely take us back to some other theory, in which costs, 
or demand, or both would play various parts. 


Economic Fallacy—In more positive criticism it may be 
pointed out that “what the traffic will bear” furnishes no pro- 
tection to shippers, and may easily be made the basis for rates 
which are unreasonably high. To take an extreme case, the 
shipments in question may be absolutely necessary at the point 
of destination, as, for example, has been the case in times of 
ice famine in certain cities. Then the traffic would bear almost 
any rate and might be made the basis of extortion. 

On the other hand, it furnishes no ground for refusing 
transportation to goods which are in little demand and which 
could not, therefore, stand any but very low rates. There are 
cases in which it is desirable that the carriers should not under- 
take to move commodities, for the reason that the utility of the 
service is less than the cost of performing it and the haul 
would mean economic waste. There are cases of waste trans- 
portation due to the participation of very circuitous routes 
which divert goods from the more direct and economical chan- 
nels. of transportation, resulting in long, roundabout hauls 
which cost more than the rate. To charge on the basis of 
what the traffic will bear would allow the continuation of 
wasteful transportation. 

Clearly, the phrase now under consideration is but a group 
of words which gives us little help toward ascertaining a law 
of rate making, as it is extremely vague and indefinite, and in 
reality begs the question which it seeks to answer. More 
than that, it is likely to result in unreasonable rates, as it 
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allows at the same time extortionate charges where the demand 
is great and uneconomic transportation where the demand is 
small. 


The Keep-Everybody-in-Business Basis——The idea sug- 
gested by this heading is in reality a close relative to what-the- 
traffic-will-bear theory, and might have been treated together 
with it. It is often to be noted in rate discussions that the 
argument is made that various cities or sections of the country 
have “rights” which should be protected in making railway 
rates. Sometimes this right is based upon alleged natural ad- 
vantages of location; sometimes it rests on a long established 
practice; sometimes it is merely a claim to a place in the sun, 
along with other localities. Indianapolis has insisted that she 
be allowed to develop as a manufacturing center along with 
Chicago, St. Louis, and Pittsburgh, and has insisted on rates 
which would favor that ambition. Boston insists on maintain- 
ing her ancient development as an export and import center. 
Jacksonville, Fla., and Spokane have their respective “rights” 
which are loudly defended. The carriers which serve such 
points or sections have an interest in the matter in that they 
desire to develop a larger volume of traffic, and are apt to 
favor what is called “equalization” by making rate adjustments 
or differentials which will allow their territory to compete 
with others. Thus it comes to be proposed that rates should 
be made with little reference to cost or to demand, but should 
be made on grounds of expediency with the idea of keeping 
everybody in business. 

This idea is subject to the last criticism made of “what 
the traffic will bear,” as it is apt to lead to waste and un- 
economic development. To the extent that it favors reason- 
able and economic competition among markets and affords 
opportunity for industrial development which will, in the end, 
compensate for any present losses, it may have real merit; 


Ch. 12] FALSE OR INCOMPLETE RATE THEORIES 191 


but it does not in itself furnish an adequate basis of rate 
making. 

The Interstate Commerce Commission, in its annual report 
~ for 1904, makes the following statement: 


That rates should be fixed in inverse proportion to the 
natural advantages of competing towns with the view of 
equalizing “commercial conditions,” as they are sometimes 
described, is a proposition unsupported by law, and quite 
at variance with every consideration of justice. Each 
community is entitled to the benefits arising from its location 
and natural conditions, and the exaction of charges, un- 
reasonable in themselves or relatively unjust, by which those 
benefits are neutralized or impaired, contravenes alike the 
provisions and the policy of the Statute.? 


Value of Service—Among economic writers on railway 
transportation it is common to suggest that “value of service” 
furnishes a good basis for rate making. Without mincing 
matters, however, it should be noted at once that the phrase 
begs the whole question of rate determination. The railway rate 
is the value of the transportation service, if that rate is freely 
determined. What is the value of the service? That is the 
question we are seeking to answer. How, then, can anyone 
seriously say that rates should be determined by value of 
service? 

To be sure, those who propose this basis have something 
in mind which is a little more definite than the phrase which 
they use asa slogan. They probably have the idea that it means 
the value of the service to the shipper. That would mean that it 
is proposed to base railway rates on the individual valuations 
of shippers, or upon demand alone. So stated the theory is 
obviously one-sided and incomplete, for it leaves out of con- 
sideration the cost of the service. It is correct so far as it 


2Eau Claire Board of Trade v. Chicago, Milwaukee and St. Paul, et al., 5 LEG 
Report 264. 
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goes to emphasize the fact that the demand for transportation, 
resting upon the utility of the service to the shipper and the 
shipper’s purchasing power, is a very important factor in de- 
termining railway rates; but it is incorrect to think that rates 
could be based merely upon the subjective valuations of ship- 
pers. As long as railways are economically constructed and 
operated, we shall have to count the cost. 

The conclusion must be that the value-of-the-service theory 
is either a mere question-begging phrase, or is a one-sided and 
incomplete theory. We note that this theory may serve to 
correct the one-sidedness of the cost theory, and that when the 
two are combined they may furnish the basis for a correct 
statement. 


Public Policy Basis——Perhaps on account of the complex- 
ity and difficulty of the subject, some economists have prac- 
tically given up the attempt to state a principle of rate making 
that is definite, and, under the influence of the idea that the 
carriers are fundamentally affected with a public interest, have 
merely proposed that rates be made as public policy dictates. 
One has written, “Both absolute and relative rates should be 
adjusted according to the demands of the public interest.’ 
A very little consideration will show that such a basis gets us 
nowhere. It merely creates a general atmosphere, in which 
the thinker is called upon to recognize that principles of social 
justice and public welfare must be considered in making rail- 
Way rates. 

But in the first place, it is to be remembered that in the 
United States the railways are privately owned and privately 
operated. This is likely to be true for many years. As private 
ownership and operation are to be continued, business con- 
siderations must be given sufficient attention to encourage 
private initiative and private capital. The public is not to be 


3 Smalley, H. S., Railroad’ Rate Control in its Legal Aspects, page 45. 
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damned, but neither is that part of the public which has 
invested in railways. Therefore, rates must be made not only 
_according to the demands of public interest but also according 
* to the demands of the private interests which are involved. 

In fact, the question is at once suggested, What constitutes 
public interest or public utility? Is it to the interest of the 
public that rates should be made without reference to cost? 
Those who propose the principle of public utility are prone to 
argue that cost cannot be determined and may be ignored. But 
it can be demonstrated that to ignore cost in rate making 
would lead to such great waste and to such arbitrary action 
by any body which might be set up to determine what the 

public policy is, that in reality it would be highly improbable. 
that the goal of public utility would be attained. Either the. 
principle of public utility means nothing as a definite or 
practical basis for making rates, or it means a departure from 
economic considerations and regard for cost which would be 
opposed to public welfare. We have had too much of the 
improvement of wan and wandering waterways and the con- 
struction of palatial post office buildings to enable us to regard 
“public policy” seriously as a guide in rate making. 


Value of Commodities.—Closely related to the public policy 
idea is the proposal that rates should be based on the value of 
the commodities transported. This is a sort of tax theory of 
railway rates, which would base the charge upon the ability 
of the commodities to pay. It is subject to criticism on several 
grounds. 

In the first place, the value of the transportation service 
does not depend entirely upon, nor have a direct relation to 
the value of the commodity transported. There is some con- 
nection—more important in certain cases than in others—but 
under the circumstances it would be as illogical to determine 
the value of the transportation service by the value of the 
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goods hauled as it would be to determine wages by the value 
of the commodity upon which the laborer works. Certainly 
cost would be practically left out of consideration, to say 
nothing of supply, and in many cases even demand may not 
vary with the value of the commodity. 

In the second place, the value of the commodity is often 
indirectly controlled by the railway rate, and to base rates on 
commodity values would therefore get us into a vicious circle. 
When the railway rates on coal are advanced, the price of coal 
to the consumer also goes up; and in the case of all bulky 
goods which are transported by rail, the rate is an important 
factor in the delivered price. To base rates on the value of 
commodities would be like imposing an ad valorem tariff on 
the basis of domestic valuation of goods and arguing that the 
higher the domestic valuation: the higher must be the tariff! 

In the third place, rates would have to vary with fluctua- 
tions in market values which would either result in serious 
practical difficulties, or in the partial abandonment of the 
proposed theory. It would be practically inexpedient to have 
rates fluctuating from day to day, or even from month to 
month, according to the ups and downs of commodity values. 

In the fourth place, to base rates solely on commodity value 
would eliminate any consideration of the cost of transporta- 
tion, which, as has been pointed out, would result in an un- 
economical use of our railways. 

Finally, as in taxation, so in any scheme according to 
which railway rates would be based on commodity prices, 
values would be only relative; there would be no basis for de- 
termining the absolute amount of the rate. A well-known 
text on transportation has said something about “taxing the 
producers of grain a certain percentage of its value’; but 
what percentage, and just what would be the rate in cents 
per bushel or per hundred pounds? To decide that the rate 
on one commodity should be higher than the rate on another 
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commodity may give us some basis for relative rates but it 
gets us nowhere in the determination of an absolute rate 
basis. 


Taxation Not Analogous.—It is a sound principle of taxa- 
tion to levy on each citizen in proportion to his ability to 
pay. Taxation exists for the purpose of supporting govern- 
ment, and government exists for the common welfare as 
measured not only by economic considerations but many 
others. Government never has been and never should be run 
as a business—although more attention to economy may often 
be desirable. Such being the case, taxation is determined 
partly by ethical and political considerations, and its amount 
is left to the determination of political machinery. In the 
balancing of government budgets there need be little of that 
balancing of cost against utility, or of supply against demand, 
which is essential for the effective operation of railways. 
Taxation has a largely ethical basis. Will anyone advocate 
the running of our railways on such a basis? 

We conclude, therefore, that commodity values, while 
they have their significance in so far as they may affect the 
demand for or the supply of transportation, do not afford 
either a logical or a practical basis for making railway rates, 
and that the analogy of taxation cannot be closely applied, as 
the financing of government operations is fundamentally dif- 
ferent from the conduct of the railway business. 


CHAPTER XIII 
A TRUE THEORY OF RATES 


Particular Rates vs. General Level of Rates.—The first 
step to be taken in constructing a true principle of rate making 
is to recognize the difference between the general level of rates 
and particular or individual rates. The general rate level finds 
expression in the total operating revenue of the railway, and 
may be thought of as reflected in the average receipts per ton 
per mile of all freight. It is the general level of rates which 
is involved when the question of a flat percentage advance in 
rates is raised. Thus when in 1921 rates were reduced by 
10%, it was the general level that was affected. The primary 
question connected with the general rate level is the return 
upon railway investment, and it was because the Interstate 
Commerce Commission believed that the carriers could earn 
5-75% upon their investments with a lower average rate that 
the 10% reduction was ordered. Prior to that time there 
had been a series of general rate advances, which were caused 
by the failure of the carriers to earn a fair return on the 
capital invested. 

Clearly, this is a matter pertaining to the demand for, and 
the supply of, railway facilities as a whole. When society 
requires more track, more cars, and more terminal facilities, 
society must pay more for the railway service, and if there is 
no way apparent of meeting the situation by advancing the 
rates on some particular commodities, the natural recourse is 
to raise all rates. Or if railway operating expenses increase 
to a point where operation ceases to be profitable, society must 
pay more in order to insure the continuance and development 
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of its railway plant, and the general level of rates must be 
increased. 

At other times, however, the rate question is one which 
merely involves particular rates. It may be that the railways 
are earning adequate returns, but that the rates from some 
cities to an important market are so low that other cities can- 
not compete on even terms and demand either that their rates 
be similarly reduced or that the rates enjoyed by the favored 
city be advanced. In such cases the matter is one of discrimi- 
nation in particular rates. Some individual rate is involved, 
and the question is one of its right relation to other rates. To 
be sure the raising or lowering of an individual rate will affect 
the total revenue or the average receipts per ton-mile and con- 
sequently the return upon investment. Such effects, however, 
are merely incidental. The problem is primarily one of dis- 
crimination, or relative ‘reasonableness, and exists regardless 
of whether the carrier is earning a fair return on investment 
or not. 

The problem of the general level of rates is concerned 
with total operating expenses, while in the case of the partic- 
ular rates the only immediate consideration is the particular 
cost of the particular service performed in transporting some 
particular commodity. 

The question of determining the general level of rates will 
be taken up in Chapter XV. Thus far the discussion has 
centered primarily in the question of relative rates, and we are 
seeking to develop a principle according to which the correct 
rate may be made for some particular commodity, taking into 
consideration the cost of transporting that commodity. Back 
of this question, it must be remembered, lies the necessity of 
maintaining a general rate level which will enable the carriers 
to earn a fair return on their investment. For the present, 
however, we shall assume that we are in a position to do this 
and shall refer to the general rate level only incidentally. 
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Economic vs. Non-economic Standards.—There are two 
standards possible in judging the reasonableness of railway 
rates. One is purely economic; the other may be all or partly 
ethical, or it may be chiefly political; but whatever its chief 
basis, the factors considered are not economic. An economic 
standard of rate making is one which makes everything 
depend on a balance of utility and cost. It considers the ex- 
penditure of labor and the use of land and capital required, 
and against these sets the net income to be derived. It does 
not inquire whether the building of a railway or the amount 
of a rate is right or wrong, nor whether politics makes it ex- 
pedient. The question is, does it pay? 

It is conducive to clear thinking frankly to recognize that 
in making rates other than economic considerations are re- 
quired. During the war the public defense was a consideration 
which transcended purely economic factors, and rates were 
made with reference to the needs of the country. For example, 
very low rates were made on manganese. Too often, how- 
ever, political considerations are dangerous in rate making. 
Under the influence of a strong political group in Congress 
‘special rate reductions have been made on hay, grain, and 
livestock, for which no economic justification is possible and 
which certainly amount to discrimination. Almost always 
when the real question is one of political expediency or right 
and wrong, there is an effort to justify the proposal on eco- 
nomic ground, with the result that thinking becomes muddled. 
The proposal is made first and then arguments are scraped 
together in its defense. 

Without going into detail it may be concluded that in a 
vast majority of cases economic considerations should prevail, 
and that where other considerations arise, it is essential that 
they be distinctly stated and compared with the economic con- 
siderations. In this way only can muddle-headedness be pre- 
vented. When it is proposed to make a rate reduction on the 


; 


E 


Ch. 13] A TRUE THEORY OF RATES 199 


ground of the “rights” of some community or section, the 
nature and basis. of those rights should first be clearly stated. 
Then the balance between cost and income should be struck, 


and finally a decision should be made after comparing the 


desirability of preserving the alleged rights with the net cost 
of making the change. 


Unregulated Competition in Rates Impracticable—Econ- 
omists have been able to formulate pretty definitely the prin- 
ciples which govern the determination of value and price in 
the ordinary kind of industry and under competition. The 
railway, however, is not an ordinary kind of industry, and is 
not subject to competition in the ordinary way. It must be 
frankly admitted that, in a sense, railways are natural mo- 
nopolies, and that direct competition in rates will not work in 
the railway business. The carriers will compete in service, and 
will lend themselves to the furtherance of competition among 
the cities which they severally serve, but as between railways 
which serve the same points, in the matter of naming rates it 
has been found that any competition which arises is sporadic 
and soon passes away. Direct railway rate competition tends 
to become “‘cutthroat’’ and cannot normally exist.4 


Requirements for Effective Working of Competition.— 
The successful working of competition supposes that costs can 
be known and that price tends to equal costs, including a re- 
turn on capital and business enterprise. The inefficient or 
high-cost companies are forced to drop out; the efficient or 
low-cost companies grow; supply is quickly adjusted to 
demand—these are the assumptions with regard to industries 
which are not natural monopolies. In the case of railways, 
however, inefficient companies do not drop out, for the weaker 
lines struggle on and demoralize rates till they fall into the 


1The competition which exists among railways is discussed in Chapter XVI. 
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hands of the receiver. The receiver continues to operate them; 
they are reorganized and relieved of their most pressing ob- 
ligations, but continue to operate and are often still weak. 
On the other hand, the efficient railway companies do not win 
out; but ever have to confront the bankrupt carriers and the 
struggling circuitous routes which can only secure business 
by making rate concessions. The history of such railways as 
the Wabash and the Erie amply illustrates the situation. 

This survival of the unfit is primarily due to the large 
investment which is sunk in highly specialized forms of capital 
that can only be salvaged by continued operation. But the 
close relation of the railway to social, political, and legal con- 
siderations is also to be noted. Under the law a common car- 
rier cannot at will abandon operation and wind up its affairs, 
for it is regarded as having assumed obligations to society 
which it must carry out. Thousands of homes have been built 
along its line, and industrial arrangements have been made on 
the assumption that it will continue to operate. Recently, for 
example, the Kansas City, Mexico and Orient, being in a 
bankrupt condition, sought to abandon its property and cease 
operation. Even in the relatively undeveloped territory served 
by that road, however, it was deemed imperative that it con- 
tinue to operate, and strenuous measures were taken to re- 
organize its affairs in order to prevent the widespread losses 
and hardships which would be suffered by the little communi- 
ties and farms dependent upon it. 


Railway Rates Tend to Follow Law of Monopoly Price.— 
For these reasons competition in rates will not work in the 
railway business as it does in many kinds of enterprise. The 
initial investment is so large and so specialized in form, there 
is so little relation between operating expenses and rates, and 
the obligations assumed by the common carriers are so contin- 
uous, that fitness does not determine survival.. Therefore, 
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railway rates tend to obey the law of monopoly price, and’ if 
the carriers were left to themselves without regulation, the 
only limitation upon the operation of that law would be. such 


. competition as might be offered by water routes or highways, 


and competition in service.” 

The law of monopoly price is that in a monopolistic indus- 
try prices are fixed at such a level that they will yield the high- 
est net return. Accordingly, the conclusion must be drawn that 
railways tend to adjust their rates so that in the aggregate they 
will yield the highest net return upon the railway investment. 


How the Law of Monopoly Price Works.—While remem- 
bering that the law of monopoly price is not actually allowed 
to work itself out, it is still important to consider how it would 
work if it could, since the tendency is always there. How, 
then, is the highest net return to be secured in the railway 
business? Three points seem clear: 


1. No rate would be fixed which would be permanently 
below the direct cost of the particular service involved, by 
direct cost meaning the cost which would disappear if the 
particular service were withdrawn. This direct cost would 
have to set a minimum, for any rate below that minimum 
would mean a reduction in net returns. This cost would 
have to include a part of the variable transportation and 
maintenance expenses, and the cost of handling at terminals, 
keeping records, and the like. However small might be the 
amount of added expense that could be specifically attrib- 
uted to any class of traffic, it would be significant as fur- 
nishing a minimum below which the monopolist could not 
go without failing to observe the law of monopoly price, 
and, consequently, failing to secure the highest net return. 

2. No rate could be permanently so high that it would 


2 Also, from time to time the growth of cities, producing areas, etc., may disturb 
a settled rate structure and cause competition in rates temporarily. 
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shut off traffic that might increase net returns. The railway 
monopoly would have it in its power to name rates as high 
as it might please, but there would be no pleasure in fixing 
rates so high that profitable traffic would be reduced in 
amount. 

3. If allowed to act as monopolies, railways would tend to 
fix rates somewhere between the minimum and the maximum 
points indicated, so that the product, ton-miles x rate, would 
be equal to maximum total net revenue. 


Monopoly Class Price.—It is highly important to observe 
that the idea of monopoly class price enters at this point. It 
is often impossible to secure the highest net revenue by charg- 
ing all customers the same price for the same service. Ac- 
cordingly, the monopolist, in seeking the highest net return, 
often classifies his customers or branches of business accord- 
ing to their ability to pay, and seeks to secure the maximum 
price for each class. 

Everyone is familiar with the practice of putting out goods 
which are practically the same under different labels or other 
superficial distinguishing marks, and charging different prices. 
This was once the practice of the Standard Oil Trust in 
making different prices for different “grades” of kerosene. 
The publishers of copyright books often get out series of dif- 
ferent editions, ranging from limited “de luxe” issues, per- 
haps autographed, down to “popular editions,” which are sold 
at widely different prices—prices which differ much more 
widely than do the expenses of the different editions. 

In the railway business this tendency to get a maximum 
total net return by charging each class of traffic the most it 
will bear, is especially strong, for the reason that the costs are 
so largely joint and indeterminate. This is why such ideas as 
“value of service,” “what the traffic will bear,” and “value of 
the commodity” have gained such prominence. “Low-grade 
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traffic,” which has little value, although it may cost as much 


to move it, cannot bear so high a rate as can high-grade 
traffic, and accordingly, is allowed to move on special com- 


_ modity rates, while the higher grades of traffic are arranged in 


a series of classes which are charged widely different rates, 
often with but little reference to the relative cost of trans- 
porting them. The cost of handling and moving the higher 
grades may or may not be greater than is the case with the 
lower grades. The point is, that the difference in the rate 
charged is not in proportion to the difference in the cost. Local 
rates are apt to be higher than through rates. Points having 
water competition have rate advantages over those which do 
not. Passengers who can afford it are given an opportunity 


- to pay disproportionately high prices for superfine service. In 


these ways the carriers, even today, seek to secure a maximum 
net return, and if they were subject to no regulation, the dis- 
crimination among classes of traffic would be much more 
marked. 


Government Regulation—Today, even though regulated 
and subject to some competition, the railways are partial mon- 
opolies. Government regulation does not make them any less 
so. What it does is to make the discriminations which arise 
under the principle of monopoly class price more reasonable 
than they otherwise would be, and to eliminate the maximum 
net revenue basis of discrimination. The government says 
to the railways, “You may put this commodity into your ‘first 
class’ and charge it accordingly high rates, and you may give 
the other commodity a special low ‘commodity rate’; but you 
shall do this not arbitrarily and for the mere purpose of in- 
creasing your net earnings to a maximum, but shall do it 
because it seems reasonable, taking into consideration the esti- 
mated relative expenses as well as the ability of the traffic to 
bear the rates.” 


204 PRINCIPLES OF RAILWAY RATES [Pt. III 


The Law of Monopoly Price Greatly Limited in Its 
Application.—But the monopoly of the railway is only partial. 
In the first place, railways are limited in their charges by the 
interests of the producers who furnish their traffic, and con- 
sequently must adapt rates to the competition which exists 
between various producing centers for the same markets. The 
ocean, lakes, canals, rivers, and highways, all directly or in- 
directly affect railway charges and set limits to their ability 
to secure the maximum net return. Finally, as already indi- 
cated, government regulation has tended to reduce the dis- 
crimination by emphasizing cost as a basis of classification. 
In fact, we do not find rates which are determined on a purely 
monopolistic basis, but rather rates which are fixed by govern- 
ment regulation. The point is that government policies are 
necessarily adapted to or affected by the inherent character of 
the railway business, and are accordingly influenced by the ten- 
dency to monopoly which is characteristic of those operations. 

We may say that railway rates as they now exist in the 
United States are the result of a struggle and compromise 
between three groups of forces: 


1. The inherent monopolistic tendency to secure the 
highest net return and to classify traffic on the basis of what 
it will bear. 

2. The elements of competition which always limit the 
railways’ monopoly, and especially competition among 
markets and with waterways and highways. , 

3. Government regulation with its emphasis of cost and 
of broader considerations of social welfare. 


Today government regulation is the dominant factor and the 
Interstate Commerce Commission is empowered to name defi- 
nite rates. The railways cannot change an interstate rate with- 
out the approval of the Interstate Commerce Commission. 
The practical question, therefore, which confronts us is what 
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basis should the government use in fixing rates or apply as a 
criterion in approving rates proposed by the carriers. 


Principle of Competitive Exchange Value the Best “Basis.” 
—The thesis of this work is that the most practical, expedient, 
and economic railway rates are those which would be-estab- 
lished by competition if competition could work effectively in 
the railway business. While recognizing that direct competi- 
tion between railways in rates does not work, it is also to be 
recognized that no economic agency is sufficiently wise and 
unbiased to determine values on an arbitrary basis., At best, 
men’s judgments are colored by predispositions and prejudices, 
and governmental bodies are subject to political influences. 
The wisest captains of industry know that they cannot safely 
undertake to substitute their individual judgments for the forces 
of demand and supply. Recently, in talking with the responsible 
officer of a great industrial corporation, the author was sur- 
prised to have it frankly acknowledged that prices fixed by 
agreement within the industry would be unwise, for the reason 
that human intelligence would not enable the determination of a 
price which would satisfactorily equilibrate demand and supply. 
Said he, “The price of our product was recently established on 
too high a level, with the result that there has been overproduc- 
tion and we are now paying the penalty of a severe reaction in 
the market. I see no way of determining a correct price other 
than to put our goods on the market and sell them for what 
they will bring. The conditions affecting production and 
consumption are so complicated that no man can say with 
certainty what the value of his product is.” 

Of course, to work out the true value, the forces of demand 
and supply must operate under intelligent direction, and 
notably each producer must know his expenses and the 
technique of his business, including markets and methods of 
distribution. Under abnormal conditions of panic and 
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ignorance free competition may lead to the establishment of 
abnormal economic values, much as disturbances in tempera- 
ture or currents of air might lead to the registration of incor- 
rect weights by a delicate balance. But the objective deter- 
mination of economic values in a competitive market is the 
ideal, and it is believed that the only correct principle of rate 
making lies in an attempt to approximate such a determina- 
tion. 

Economists have carefully studied the determination of 
economic value under competition, and the science of econom- 
ics provides the means of so analyzing and weighing the 
factors in demand and supply that even in as complicated a 
matter as the determination of railway rates we may approx- 
imate an equilibration of those factors which will result in 
rates which may with confidence be said to be what compe- 
tition would establish if it could work. 


Determining Normal Value under Competition—Marginal 
Demand Price.—In the introductory paragraphs in Chapter 
XI, something has already been said of the nature and function 
of economic value. It will now be well to go into the matter 
a little more intensively and with more direct reference to the 
problem in hand. Free competition determines value at a 
point where the marginal demand price and the marginal 
supply price are equal. In the railway business the marginal 
demand price is the sum that the shipper whose demand for 
transportation is the least, will pay. We may think of all the 
shippers of a given product in a given producing territory as 
being arranged in the order of the amount per hundred 
pounds that each is willing to pay for the transportation of 
his product. Let us say that there are ten manufacturers of 
shoes in St. Louis. Each one has a different cost of producing 
shoes, and there may also be differences in their success in 
marketing, which result in different wholesale prices they 
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secure at the point of destination to which they are shipping. 
At the top of the series is the shoe manufacturer whose cost 


_of production is the lowest and who secures the best delivered 


_ price for his product. He would be willing to pay a much 


higher railway rate than would the tenth manufacturer whose 
cost of production is the highest and who secures the lowest 
delivered price. This tenth or marginal shipper can barely 
afford to pay the existing rate. His “demand price” for trans- 
portation is the marginal demand price. 


Marginal Supply Price——On the other hand, the marginal 
supply price is the least that the railways can afford to accept 
for the transportation service. There are several railways 
out of St. Louis, having different operating expenses and dif- 
ferent traffic problems, such as empty back haul and the like. 
Moreover, each one of the railways has a series of cost levels, 
which, as they are successively impinged upon, offer increased 
resistance to reductions in rates. The highest level is a pro 
rata share of all expenses, including fixed charges. If under 
competition the railway cannot secure from the shipper of shoes 
a rate high enough to equal this cost level, it will seek to secure 
enough to cover all transportation expenses, including both 
terminal charges and the expenses of the line haul. Below this 
second cost level lies a minimum level set by the cost which 
would be added by the particular shipment. This may be called 
the “specific cost.” It would be barely enough to defray the 
expense of loading and unloading the shipment (ipitis LeGas 
freight), the expense of making the records that are involved, 
of collecting from the shipper, and an allowance for loss and 
damage claims. This minimum should generally also include 
a share of the line-haul expenses based on the average ton-mile 
operating expense ; but in case of an empty back haul even this 
item may not-be required. 

Of course, there are many more possibilities than the three 
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levels here suggested. These three levels have been mentioned 
merely to bring out the idea of the railway’s marginal supply — 
price, and we are now in a position to say that this marginal 
supply price of transportation is normally the least charge that 
can be accepted without incurring a loss by the railway which 
needs the business most or which is least efficient. 

It will be noted that the idea of loss is not absolute. As al- 
ready explained (page 175f.), a railway’s expenses are such that. 
it may accept the traffic without loss which merely covers the 
added cost of taking on that particular traffic. When traffic 
will not bear more than this it cannot be said to be a loss to 
handle the traffic at the minimum level. It must, however, be 
insisted that no traffic can be hauled for less than the minimum 
level suggested without loss, and that under competition no | 
rates could normally persist which would be below that level— 
unless we were to accept the idea of price “leaders,” such as are 
made by department stores, which is almost always open to 
question as a competitive device, and which would be intoler- 
able in the business of a common carrier. 


Balance between Marginal Demand and Supply Prices.— 
If the reader has followed the foregoing discussion, it will 
be easy to grasp the idea of a group of shippers, each 
with a particular, individual, marginal demand price, which 
group confronts a group of carriers, each of which has 
its particular marginal supply price of transportation. Of 
course, there are at least as many groups of shippers as 
there are kinds of business. For the transportation of each 
commodity, therefore, there is a separate balance between a 
group of shippers’ marginal demand prices and carriers’ 
marginal supply prices. When these marginal demand prices 
and marginal supply prices are in equilibrium, the true eco- 
nomic rate is determined. Let us first inquire more fully what 
conditions determine the strength of the demand price and the 
supply price. 


4 
7 
Ch. 13] A TRUE THEORY OF RATES 209 


Factors Determining Demand Price—1. Shippers’ Profit. 
—The demand price of a shipper for transportation depends 
upon a group of factors, each one of which must be carefully 

- considered in order to determine how high the rate may be. 
These factors will be taken up roughly in the order of their 
importance. 

Probably the simplest case of demand for transportation 
is that which is derived immediately from the wants of the 
consumer. When an individual orders from some mail-order 
house a bill of goods on which he has to pay the freight, he 
has acted because he wants the goods in his home where he 
can consume them. The demand for transportation is inci- 
dental to the demand for the goods. The more intense the 
want of the prospective consumer, the greater the demand for 
transportation and the higher the rate which the carrier might 
charge. 

The great bulk of freight, however, consists of goods 
which are shipped by manufacturers, merchants, etc. Their 
demand for transportation is not immediately connected with 
the wants of the ultimate consumer. The underlying basis 
of their demand for transportation—which applies to most of 
the railways’ business—is the profit secured by the person or 
firm which is responsible for making the shipment. When 
goods are shipped from one market to another, it is ordinarily 
due to the fact that they meet a greater demand at the point 
of destination than they had at the point of origin. Much 
as a spark jumps from the positive pole to the negative, goods 
move from places where they have a lower level of valuation 
to places where they find higher valuations. To carry the 
analogy further, if the distance between the two poles is too 
great, or some non-conducting material intervenes, the trans- 
fer of electricity does not take place. Just so, if the cost of 
transportation or the rate is too high, the shipment will not 
normally occur. 

The typical case is that of a manufacturer who is shipping 
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his product at a price which includes freight. The manu fac- 
turer has a certain cost of production, which we assume to be 
$1 per unit of his product. The price at which that product 
is selling in a city 100 miles away from his plant is $1.50 per 
unit. The difference between his cost and the price in the 
distant city is 50 cents. Obviously, this manufacturer could 
pay a freight rate amounting to 50 cents per unit without loss. 
The utmost limit of his demand for transportation is set by 
the spread between his cost f.o.b. cars at the factory and the 
market price at destination. As a matter of fact, he must 
ordinarily make sufficient profit to reward him for the risks and 
services which are involved in his business enterprise, and con- 
sequently the maximum of his demand for transportation is 
measured by a sum which is somewhat less than 50 cents; say 
40 cents. 

Similarly, a retail merchant who orders goods from a 
wholesaler has to pay a certain price f.o.b. cars at the point 
where the wholesaler is located, and must sell the goods to 
his customers at a price somewhat above his cost. The dif- 
ference between the two figures, allowing for his profit, con- 
stitutes his maximum demand price for transportation. 

In short, the ordinary basis of demand for transportation 
lies immediately in the difference between the cost of produc- 
tion, or the cost of goods purchased, at some point of origin 
and the price at which the goods can be sold at the point of 
destination. 


Freight Rate and Price Affected by Demand in the Same 
Way.—The question which naturally arises at this point is— 
Does the price of the goods at destination not depend in part 
upon the freight rate and consequently is it not reasoning in 
a circle to say that the demand for transportation depends 
upon the difference between cost and delivered price? The 
answer to this question is as follows. In the first place, it is not 
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our thesis that the rate depends upon the difference in price, 


but that the demand for transportation partly depends upon the 
difference between cost at one point and price at another. It 


is only the demand side of rate determination that we are 


dealing with at present, and it is only claimed that demand 
partly depends upon the margin of profit. 

In the second place, with reference to demand, the circular- 
ity of reasoning is only apparent. It is true that the price at 
the point of destination is related to the freight rate and that 
the two tend to vary in the same direction, but it does not 
follow that one is the cause of the other. The fact is that in 
so far as demand is concerned, both rate and price depend 
upon the working of the same valuation process, and their 
variation in the same direction is due to the fact that they are 
the results of a common cause. When the price of shoes is 
determined at Nashville, Tenn.—assuming competition to 
prevail—it must, in the long run, be fixed at a level which will 
enable the dealers at that point to clear their stocks at a reason- 
able profit, and it will be such that the demand prices of the 
marginal buyers of shoes will coincide with the supply prices 
of the marginal shoe dealers. 

The demand prices of the buyers are determined indepen- 
dently of railway rates. A part of the considerations which 
determine the supply price of the marginal dealer, is his oper- 
ating expense plus the cost of the shoes to him. 


A Shoe Dealer’s Demand for Transportation.—Let us as- 
sume any given quantity of shoes in stock, and that with this 
quantity the marginal buyers’ demand price is $8 per pair. 
On the other side of the problem are the marginal dealers’ 
economic: costs. These are: operating expenses, losses, and 
fixed charges, $1.90; interest and profits, $1; total $2.90. 
The margin between these items and the marginal demand 
price is $5.10, and this sum represents the dealer's demand for 
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shoes delivered to him, including the price f.o-b. factory ($5) 
and a balance of 10 cents for the transportation of a pair of 
shoes Therefore, any dealer’s demand price for the trans- 
portation of shoes is determined partly by the marginal buyer’s 
demand price of shoes and partly by his own costs and operat- 
ing expenses as a dealer. If buyers are willing to pay high 
prices for shoes and the dealer operates efficiently, he will be 
willing to pay larger freight rates. If we assume a given cost 
price of shoes based on cost of production at the point of 
origin, the demand for transportation of those shoes depends 
upon the process by which the shoes are valued at the point 
of destination, and is the difference between demand price and 
the total costs and profits of manufacturer and dealer. There 
is no circularity in the reasoning. 


Demand for Transportation Limited. by Demand for 
Goods; Supply Limited by Expense.——The demand. of the 
manufacturer of shoes in St. Louis for transportation, as we 
have seen, depends upon the margin between his cost of pro- 
duction and the price of his product at destination. A complete 
analysis of the situation shows that the price at destination de- 
pends upon the demand and supply at that point. The demand 
ultimately rests upon the individual demand prices of buyers, 
which demand prices refer to shoes and not to manufacture or 
transportation as such. 

The demand for transportation, like the demand for shoes 
at the factory, is reflected back from the demand for the shoes 
at the point of consumption; and depends partly on how much 
consumers want the shoes, and partly upon the costs and degree 
of competition among the shoe maunfacturers, the two latter 
factors determining how much of the consumer demand will be 
passed on to the railways. 

Under competition the demand for railways depends upon 
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the demand for the goods transported and the amount of the 
costs of the manufacturer and of the dealer. In other words, 
‘the railway rate, as distinct from the railways’ operating ex- 
~ pense, is a secondary value, which is affected by the price of 
the goods. This is but another way of saying that the railway 
service is not wanted for itself but only as a means of supplying 
wants for goods. The price does not depend upon the rate, 
but the rate, in so far as demand is concerned, does partly de- 
pend upon the price. 

It must not be supposed that under competition it is the 
railway rate (i.e., the value of the transportation service) 
which limits the supply of shoes or other commodities at any 
point to which they are transported. In the last analysis it is 
the cost of the transportation service which limits the supply 
of transportation and of the goods which require transpor- 
tation. The supply price is a composite sum covering: (1) 
the deéaler’s operating expenses, (2) railway operating ex- 
penses, and (3) interest and profits for all the capital and busi- 
ness enterprise involved. 


2. Specific Value of the Commodity—While the difference 
between price at the point of destination and the cost at the 
point of origin is the underlying basis of demand for trans- 
portation, there is a second factor which profoundly affects 
that basis. Each commodity has a certain value level which 
is irrespective of place. Shoes are more valuable than sand, 
we say, and diamonds are most valuable of all. By this we 
mean value in a given bulk or weight, and we have in mind 
that under any ordinary circumstances it would take many 
carloads of sand to be equal in value to a diamond. Value 
in this sense may be concisely indicated by the phrase “specific 
value.” When the value of a good in proportion to its weight 
is small, as is the case with sand or hay, we say it has a low 
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specific value. This is analogous to the idea of specific grav- 
ity, for we say that an object which has great weight in pro- 
portion to its bulk has a high specific gravity. 

The demand for transportation varies considerably, 
according to the specific value, between two such commodities 
as coal and silk. Say that the value of coal at the point of 
origin is $5 per ton, and the value of silk cloth at the point: 
of origin is $500 per ton. If a uniform rate of $1 per ton 
were in effect, consider how different would be the demand 
for transportation. After paying the rate there would be a 
margin left in the value of the coal of $4, while the silk would 
be worth $499 more than the rate. The rate in the case of 
the coal would be one-fifth of its value, while in the case of 
the silk it would be only one five-hundredth. The charge for 
transporting $500 worth of coal would be $100, while the 
$500 worth of silk would move for only $1. The value of 
the coal would allow it to move only one one-hundredth of the 
distance that the silk could move before it was exceeded by the 
rate. 

On a certain western railway it was found that the per- 
centage of the rate between two points to the value of the 
commodity varied from 59% in the case of cement down to 
only 3% in the case of cotton. On bituminous coal the rate 
was 54% of the price; on wheat it was 8%. In short, we 
may say that the lower the specific value, the more important 
is a small change in the freight rate and the less intense is 
the demand for the transportation service. The margin of 
profit per unit of weight is lower in the case of goods which 
have a low specific value, and the expense of transportation 
more quickly eats up that margin. 


Demand for “Low-Grade” Commodities.—It is common- 
place in discussing freight rates to point out that low-grade 
commodities, which means commodities having low specific 
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value, cannot stand high rates. This is merely to say that the 
demand for transportation in the case of low-grade commodi- 
ties is less intense. Such commodities are either ranked low 
in freight classifications, or are given special (commodity) 
ratings. It may cost as much per ton to move them as it does 
to move the goods having higher specific values, but the 
‘demand for transportation which is derived from the ex- 
change of ownership of a given quantity is less than the 
demand derived from the exchange of a like quantity of 
higher class commodities. A hundred pounds, or a ton of 
coal or sand, is worth so much less than an equal quantity 
of silk or shoes that the difference between the cost at the point 
of origin and the price at the point of destination can never 
under any normal circumstances be as great as exists in the 
case of commodities having the higher specific value. 

The result is, that the shipper’s margin of profit is, in 
reality, a function of two variables, the one dependent upon 
the difference between places, and the other dependent upon the 
specific value. Both have to be considered, and together they 
determine what may be called the “specific demand for trans- 
portation.” 

The foregoing points are the basis of demand for trans- 
portation, but there are a number of factors which affect the 
working of that basis, just-as the effects of the force of 
gravity are modified by the friction of the air or other medium 
through which a falling body moves. Perhaps the three chief 
factors which modify the demand basis with reference to trans- 
portation are the perishability or storability of the commodity, 
availability of substitutes, and shipper competition. 


3. Kind of Commodity.—Among the most important con- 
ditions affecting the shipper’s demand is the perishability of 
his shipment. Fruit, milk, and meat, for example, must be 
shipped at certain times and with a certain degree of rapidity, 
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or they deteriorate and will not bring a price at the point of 
destination which will yield a profit. Indeed, they may lose 
their value altogether. Consequently, the shipper is not ina 
position to hold such commodities nor to resort to cheaper but 
less rapid or regular transportation devices, and his demand 
for transportation may be correspondingly intense. 

Commodities which cannot be conveniently or economically 
stored are similarly affected, and we have seen that this is the 
case with anthracite coal. 

Many other illustrations of peculiarities in demand arising 
from the quality of the commodity might be given, but the 
foregoing is sufficient to indicate the idea. 


4. Substitutes—A very important factor in determining 
demand for transportation is the existence of substitutes for 
the commodity which is being shipped. The consumers’ 
demand price at the point of destination may be held down by 
the fact that they can secure some other commodity which will 
serve the purpose at a price which is but little above that of 
the commodity in question. Thus the prices of anthracite coal 
and of stone (and the demand for their transportation) are 
held down-by the existence of bituminous coal and cement as 
substitutes. 

A distinct phase of substitution is furnished by cases in 
which the commodity in question is manufactured at points 
to which it is also shipped. No doubt shoes are shipped into 
St. Louis, but the fact that large quantities of that product 
are manufactured in St. Louis and could be supplied to the 
local dealers without the cost of transportation, must affect the 
intensity of the demand for transportation at that point. 


5. Competition among Shippers.—When a product is mo- 
nopolized by a single large shipper, the potential demand for 
transportation may be great, but the bargaining power of the 
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shipper is greater than would be the case were the same volume 
of production marketed by a number of competing shippers, 
The carriers could play the competitors against one another, 
and the most efficient among the producers, who would be the 
one who could afford the highest rate, in his eagerness to 
secure transportation service might bid up the rate. A mo- 
nopolist, however, would reverse the situation and play the 
railways off against one another, giving his traffic to the 
carrier who would name the lowest rate. This consideration 
is probably not one which would enter into the determination 
of a reasonable rate by the government, as it has been found 
by experience that discriminations made in favor of large 
shippers are a powerful weapon in the hands of monopoly. 


Summary of Demand Factors.—The discussion of these 
various factors which determine the demand price of shippers 
may be summed up by saying that the maximum demand for 
transportation exists when a perishable commodity of high 
specific value for which there is no substitute, is offered by 
competing shippers for transportation from a point where 
cost of production or purchase is low to a point where price 
is high. Perhaps milk will illustrate such a case. Conversely, 
the demand for transportation is at a minimum when a low- 
grade commodity which is not perishable and which can be 
economically stored and for which there are substitutes readily 
available, is offered by non-competing shippers for transpor- 
tation between points having small spread between cost and 
price. Salt and cement are commodities which more or less 
completely illustrate the conditions of minimum demand for 
transportation. Between. these two extremes lie all degrees 
of intensity of demand. 

It is not to be supposed that these different degrees of de- 
mand intensity can be readily measured or accurately deter- 
mined. Under competition the method of trial and error would 
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be applied, and it might be only after many experiments and 
changes that the force of the demand would be approximately 
gauged and would find expression in the economically correct 
rate. The best that could be done by a rate-regulating body 
would be to study all the conditions here briefly outlined, and 
by comparison with rates which had proved satisfactory for 
similar commodities to seek an approximation. The gist of the 
matter is that unless the foregoing points are roughly allowed 
for, rates will almost certainly be made which are greater or 
less than what would be established under competition, and 
which would, consequently, fail to provide the basis for the 
economically correct equilibration of demand and supply. 


CHAPTER XIV 
A TRUE THEORY OF RATES (Contrnvuep) 


Supply Price of Transportation—General Basis——As we 
have seen, the shippers are confronted by the railways with 
their several scales of supply price. The problem of determin- 
ing particular railway rates is only half solved by analyzing 
the determination of demand price. It remains to consider 
how the supply prices of the carriers are derived. 

Unfortunately, for those who desire an easy solution of 
problems we are at once confronted by the fact that on account 
of the large element of joint costs which characterizes the 
railway business, the supply price for the transportation of 
any particular commodity is indeterminate. It is therefore 
necessary to proceed somewhat as follows. 

First, we can say that the total of all rates received, that 
is, the total freight revenue, must at least equal the total 
operating expenses assignable to the freight service. That 
gives us a controlling total, and when the sum of the receipts 
fails to equal the total expense in the long run, we can know 
that some rates must be raised. 

In the second place, the rate on any ve commodity 
must in the long run cover the added cost of handling and 
hauling that commodity. As we have seen, a specific mini- 
mum cost can be assigned to each particular shipment or class 
of traffic, and on this basis a minimum rate, which, though 
very small, is something definite, can be named. 


Importance of Relative Cost.—In the third place, it can 
generally be known whether it costs either more or less to 
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transport one commodity than another. This point is one 
which has great practical importance. As a matter of fact, 
it might well be that without knowing a single individual cost 
a fairly workable allocation of total expenses might be made 
on the basis of an estimate of relative costs. To be sure, 
such a procedure would require experiments, but many ex- 
periments have already been made in the railway business, 
and there are always some rates which have come to be recog- 
nized both by shipper and carrier as reasonable—rates, too, 
which appear rational when considered by some third party, 
such as the government, from the point of view of the forces 
of demand and supply. With such a rate as a starting point, 
all other rates can be built up by comparing the commodities 
concerned and asking, Is the demand for the transportation © 
of one greater or less than that of the other? Does it cost 
more or less to haul the one than the other? At this point, 
however, we are only concerned with the expense side of the 
problem, and are emphasizing the point that, while it is 
impossible to determine exactly the expense of transporting 
any particular commodity, it is possible to arrange the thou- 
sands of commodities hauled by railways roughly in a scale, 
and to say that this commodity or group of commodities 
must involve higher transportation expense, than that. 


Specific Cost—Factors Affecting It—Each carrier has for 
each commodity a specific cost which is the minimum supply 
price at which that carrier will furnish transportation for 
that commodity. This is true whether competition or mo- 
nopoly prevails. What determines such minimum supply 
prices? First come those variable costs which are not joint 
or which, if joint, can be fairly averaged. Here lie most 
terminal expenses, amounting to several cents per hundred 
pounds in many cases. Then come certain of the transpor- 
tation expenses proper, including maintenance of equipment 
and, at least, a part of the fuel for locomotives. Clearly, 
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such expenses have some relation to the varying conditions 
which attend the transportation of different commodities, 
among which may be mentioned the following: 


1. Distance is a factor. A shipment which moves 200 
miles must cost more than one which only moves 100 miles, 
other conditions being the same. 

2. When the lay of the land is the same, distance is the 
chief factor, but otherwise grades and curves may make an 
important difference in operating expense. 

3. The amount of switching and terminal service is some- 
times an important consideration in rate making which can 
be rather definitely allowed for; and switching and terminal 
charges have been given increasing importance in rate 
cases. Such charges can often be assigned to given local- 
ities or to different kinds of traffic. 

4. Obviously, the size and weight of the shipment have 
something to do with the minimum expense, and an article 
which weighs twice as much or is twice as bulky as another 
must involve more expense to the carriers, other things being 
equal. 

5. The loading characteristics of various commodities dif- ° 
fer widely, it being possible to make up heavy carloads of 
some, while others furnish lighter loads. The unit expense 
of hauling partly loaded cars or commodities which cannot 
furnish a heavy minimum car loading is relatively great 
and this is considered by the carriers in making rates. 

6. Risk is another matter in which different classes of 
traffic show definite differences, and by experience it may 
well be determined that the average payment of loss and 
damage claims per unit of one kind of commodity is twice 
as great as per unit of another kind. 

7. Some commodities require box cars while others may 
be moved in open cars or on flat cars. The kind of car re- 
quired affects the supply price of transportation. 

8. There is also the matter of the special service which 


1 See above, page 11f. 
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may be required. Some commodities must be moved at 
special speeds in order to make the market, as is the case 
with perishables and livestock; other commodities require 
special protective service, either in the way of refrigeration 
during hot weather or protection from cold during the 
winter. The special charges required for such service can 
be fairly well allocated and assigned to the particular com- 
modities or group of commodities for the benefit of which 
they are performed. 

9. Direction of traffic is sometimes a dominant consider- 
ation in the carriers’ supply price, the most common point 
being that goods which move in the opposite direction from 
the prevailing traffic can help to fill empty back-haul cars. 
Railways have sometimes gone to great lengths in making 
low rates for the purpose of developing back-haul traffic. 


Decreasing Cost——The foregoing factors affecting expense 
are the most important and reduce to the smallest number 
the points that a railway traffic manager would have to con- 
sider in determining what minimum charge he would have 
to make for hauling any particular commodity. 

There is one other consideration, however, which is of 
equal importance, and which applies to all kinds of traffic 
regardless of distance, special service, etc. This is the volume 
-of traffic. Within limits, the railway business is subject to 
the law of decreasing unit costs, and within those limits the 
greater the volume of the traffic, the lower the cost per unit. 
It follows that a railway may make rates which, on the basis 
of an existing traffic, are less than cost if it is sure that under 
the low rates the business will develop in such volume as to 
reduce costs within a reasonable time. For example, low 
rates have been made on coke for the purpose of encouraging 
the steel business and thus bringing a profit to the carriers. 
from the increased steel tonnage. This is a delicate consider- 
ation and obviously may be made the ground for discrimina- 
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tion in rates. At least, it is easily possible to be mistaken 
about the future development of traffic. Also, it may be for- 
gotten that when traffic grows beyond certain limits, there 
must come an increase in plant or a change in organization 
which will result in increased expense. Nevertheless, if wisely 
administered, railways can, and under free competition would, 
make their rates with a view to the law of decreasing cost. 

Two illustrations may be given of the way in which in- 
creased volume of traffic affects operating expenses, and 
consequently, the railway’s marginal supply price of transpor- 
tation. 

In the first place, there is a difference in the size of indi- 
vidual shipments as regards the extent to which they utilize 
car space. It is largely on this basis that there is such a dif- 
ference between carload and less-than-carload ratings. The 
relatively small less-than-carload shipments have to be con- 
solidated to make up a carload, which means extra handling 
and risk; but more than that, they cannot be made into such 
large carloads as is the case with “carload freight,” partly 
because the different shipments have to be taken out of the 
car at different points. Accordingly, the minimum rate that 
can be charged by a railway would be lower in the case of 
shipments which would move in carload lots. 

The second way in which volume of traffic is important 
concerns the regularity and quantity of freight supplied at a 
given point or within a given territory, and destined for a sin- 
gle point or group of points. The bituminous coal roads derive 
a large and steady volume of traffic from the West Virginia 
mines and on that account can afford to haul that traffic at low 
rates. Indeed, they make large profits in spite of their 
empty back hauls. There is no question of carload versus 
less-than-carload freight here; but the point is that the cars 
are heavily loaded and are available in such trainloads that 
the locomotives can be used to their full tractive power with- 
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out delay. The grain traffic of the Granger roads and the 
Trunk Lines furnishes an illustration of economy arising from 
volume of traffic, but here the volume is not sufficiently con- 
tinuous throughout the year to be most desirable, and alternate 
car surpluses and shortages are likely to arise. On the other 
hand, the New England railways, with their small carloads 
and trainloads, and their short hauls of diversified freight, 
illustrate the relative disadvantages not only of less-than-car- 
load freight but also of small total volume of traffic. 


Summary of Demand and Supply Factors.—If the fore- 
going analysis of demand and supply factors is adequate, we 
may now sum them up as follows: 


Cuter Factors AFFECTING DEMAND FOR AND SUPPLY OF 
RaILway TRANSPORTATION 


Shippers’ Demand Price Factors: Carriers’ Supply Price Factors: 
1. Shippers’ margin of gain I. Maximum limited only by 
2. Specific value of commodity marginal demand price. 
3. Perishability and storability of 2. Minimum equals specific cost; 
commodity is dependent on 
4. Existence of substitutes (a) Distance 
5. Competition among shippers (b) Direction 
(c) Bulk and weight 
(d) Risk 


(e) Special service 
3. Law of decreasing cost 
(a) Size of shipment 
(b) Volume of traffic between 
given points 
Locating the Rate between Maximum and Minimum 
Points.—It will be apparent that the closest analysis of the 
demand and supply conditions affecting railway rates brings 
us only to a point at which we can fix a definite demand 
price, but are confronted by a range of possible supply prices 
between a maximum and a minimum. The situation is some- 
thing like that shown in the diagram in Fig. 19. 
The curve DD’ represents shippers’ demand price for trans- 
portation, and the curves SS and S’S’ the series of 
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carriers’ maximum and minimum (marginal) supply prices, 
respectively. Where the railway rate will be determined and 
equilibration between a marginal demand price and a marginal 


D 


Fig. 19.—Diagram showing Bases for Maximum and Minimum Rates 


supply price occur cannot definitely be stated. The most that 
can be said is that the point must lie between FR and R’, the 
points at which the demand curve crosses the two supply price 
curves. 

The crucial problem, then, in the determination of railway 
rates lies just here. It is possible in principle to determine a 
minimum basis of rates and also a maximum, but where 
should the exact rate lie between these two points? It seems 
that the only answer to the question is that the precise rate to be 
charged must depend upon the intensity of the demand for 
the transportation of the particular commodity involved, and 
it is suggested that it is both consistent with actual railway 
practice and with the sound interest of the government in 
regulating railway rates to determine how much of the dif- 
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ference between maximum and minimum. charges should be 
borne by each item of traffic by considering the scale of. 
demand prices. To this extent we fall back on the element 
of truth which is in the minds of those who say that rates 
should be made on the basis of “what the traffic will bear.” 
But we have maximum and minimum limits, and we now 
have a definite conception of how the bearing power of traffic 
is to be determined. 


Relative vs. Absolute Reasonableness of Rates.—This 
seems to be the point at which to bring in the idea of the 
contrast between relative reasonableness and absolute reason- 
ableness in making rates. An absolutely reasonable rate would 
be one which in itself, without regard to others, would satisfy — 
all tests of reasonableness, and the general conception of such 
a rate would be one that would yield a fair return on the in- 
vestment. It would, therefore, have to bear a pro rata share 
of net earnings. Obviously, such a conception is only applic- 
able when expenses can be definitely assigned to each paying 
unit. Asa matter of fact, therefore, the conception of absolute 
reasonableness is of little practical importance in the railway 
business in so far as particular rates are concerned. It finds 
expression as to particular rates only in setting certain limits 
—a maximum determined by demand and a minimum set 
by specific cost. These limits may be said to be absolute; and, to 
the extent that they approach one another and the margin 
between them is narrow, the determination of the particular 
rate approaches the level of absolute reasonableness. 

The great mass of rates, however, fall between the maxi- 
mum and minimum points, and are only subject to the rule 
of relative reasonableness. Some years ago a committee of 
the Senate, commenting on the decisions of the Interstate 
Commerce Commission, reported that, “Each complaint 
has always left unchallenged some of the rates made 
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by the same carriers, and the idea of comparison between 
the rates questioned and others, argumentatively at least, 
admitted to be reasonable has always been prominent.” The 
report adds, “In fact, even in the few cases in which charges 
have been declared excessive in themselves by the Commission 
(no such finding has ever been made by a Federal court) the 
tests applied have invariably been comparative.”? It is thus 
apparent that the basis for deciding what proportion of the . 
joint expenses and necessary return on investment should be 
borne by the various particular commodities or classes of 
traffic is of the utmost importance. This is the question of 
relative reasonableness. 


Relative Demand and Expense a Basis for Grading Rates 
between Maximum and Minimum Points.—The first proposal 
here made is that the relative intensity of demand be made 
the basis for determining the relative reasonableness of rates. 
This basis should be supplemented, however, by considering 
in each case the relative expense of the transportation service. 
Just as we can generally know that the demand for some 
particular transportation service is greater than that for 
some other service, so we can generally know that the cost 
of any particular service is somewhat greater or somewhat 
less than that of another service. Reference to the nine 
expense factors listed on page 221 will make this statement 
somewhat more comprehensible. Take distance, for example. 
If in any particular case the transportation services are 
virtually the same except that the distance varies, it can readily 
be stated that the cost of any particular service is greater or 
less than that of some other service, and possibly also the 
amount of the difference can be specified. If one commodity 
requires protective service while another does not, it can be 
said that the cost of transporting the former is relatively 


2 Digest of Senate Hearing on Rate Regulation, 1906, page 25. 
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great. In this way, commodities can be ranged in a relative 
scale as to expense, and this scale of relative expense can be 
compared with the scale of relative demand intensity. On the 
basis of these scales the sum of the joint costs and return on 
investment can be allocated to each item of traffic on a relatively 
reasonable basis. 


Principles Formulated by the Commission.—This appears 
to be as precise a formulation of the economic principle of 
railway rate making as can be given. A study of the Inter- 
state Commerce Commission decisions will demonstrate that 
in an unsystematic way that body has followed a course 
similar to the one outlined above. The Commission has said 
that in determining a reasonable rate it takes into consider- 
ation the following points: 


1. The earnings and operating expenses. 

2. The rates on the same commodity on similar roads. 

3. The relative quantity of through and local traffic. 

4. The proportion of the particular commodity to the re- 
mainder of its class of traffic (through or local). 

5. The market value of the commodity. 

6. Change in the price of articles entering into the cost of 
producing the commodity. 

7. All circumstances affecting the traffic. 


In another place the Commission has said that it will con- 
sider the history of the rate, the reason for its establishment, 
the nature of the traffic, and the competition between shippers 
and communities, and “‘all other pertinent evidence.’’ We see 
in these statements an emphasis of the problem of relative 
reasonableness of rates and a vague general sense of the idea 
that relative reasonableness will be based on various factors 
affecting demand and supply prices as analyzed in the fore- 
going pages. Also we note that there is the idea of an absolute 
minimum set by operating expenses. 
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Final Scheme of Rate Determination.— The way that the 
matter of rate determination would work would be somewhat 
as follows. Starting with the total Operating expense of the 
‘railway, we assign, as nearly as possible, all the expenses 
which are attributable to the freight service. A part of these 
expenses—it cannot be said what percentage—are both vari- 
able and specifically assignable to different classes of freight. 
At least, there is such a logical relation between the variation 
of certain expenses and the volume of traffic that there is no 
more reasonable basis than that of charging the traffic with 
such expenses. These specific expenses constitute a bare 
minimum. 

The problem now is to know what to do with that large 
portion of expense which cannot be specifically assigned. We 
know that it is caused by the movement of freight and must 
be paid out of the receipts from freight; but that is all. 
What we propose to do is to determine the demand for trans- 
portation so that it can give us a reasonably precise basis for 
determining what each item of freight traffic should .bear— 
by “should bear” meaning what is economically expedient. 
The relative demand should be supplemented by a considera- 
tion of relative expense. 

Accordingly, our next step is to ascertain as exactly as 
possible the facts with regard to the factors affecting shippers’ 
demand price, and on that basis to determine how much of 
the joint expenses should be borne by each commodity. This 
procedure is roughly illustrated by the diagram in Fig. 20. 
Points on the line DD’ represent a series of shippers’ mar- 
ginal demand prices for the transportation of all the various 
commodities that move by railway freight. At the high point 
of the curve fall those commodities for which the shippers’ 
demand is most intense. They depend upon the various con- 
siderations mentioned on pages 209-217. The irregular line Sc 
represents the carriers’ minimum supply prices based on 
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specific costs. These supply prices are definite, but do not 
have any relation to the shippers’ demand price. They are 
absolute quantities. 

It would appear to be true, however, that the commodities 
having higher specific values, which chiefly fall in the upper 


7 


Joint Cost 
(including Fixed Charges) 


Fig. 20.—Diagram illustrating the Determination of Particular Rates 
and the Allocation of Joint Expense according to Demand 


range of the demand price group, are also the ones which move 
in smaller volume, require more special service, etc., and con- 
sequently, the general trend of the line Sc, is similar to that 
of the line DD’. 

The line JE represents the large element of fixed and 
other joint railway expenses. This line is horizontal for the 
reason that the expenses it represents are either fixed, or, if 
variable, do not vary with definite relation to the volume of 
any particular kind of traffic. These expenses are appor- 
tioned to the different commodities on the basis of demand, 
and consequently the line JE tends to take a course like the 
dotted line TC. The minimum rate to be charged, therefore, 
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on any particular kind of traffic is to be found by adding to 
the specific cost of that traffic, represented by its point on the 
line Sc, its share joint costs. This share will depend on 
demand. Traffic falling in the left half of the diagram where 
‘the demand curve is high will bear a larger share of the 
joint costs—a share greater than the distance from the base 
line of the diagram to the line JE. The line TC is the result 
of apportioning the joint expenses according to the demand 
for transportation (or the ability of the traffic to bear trans- 
portation charges), and represents the sum of specific costs 
and the share of joint expenses as assigned to the various 
kinds of traffic. Thus the area OTYX represents the total 
operating expenses of the railway. It is the sum of-the two 
areas OSX (specific costs) and OJEX (joint expenses). The 
line TC is drawn arbitrarily, and its course is necessarily in- 
determinate, except that we know that it must tend to follow 
the course of the line DD’ and cannot lie above DD’ to any 
great extent. (It is affected by relative expense of service, 
a factor which does not lend itself to graphic portrayal.) 

The line RR’ represents the railways’ schedules of rates, 
and the area ORR’X the total revenue from rates. The line 
RR’ reaches a minimum where it intersects the specific cost 
line at R’. At no point can it be higher than the demand line 
DD’. Where it lies above the line TC, there is a profit for 
the railway, both in the sense that the rate exceeds the average 
total cost and that it exceeds the average total cost plus a 
share of the joint expenses assigned on the basis of demand. 
Where the rate line RR’ lies below the line TC, there is a loss 
to the railway in the sense that the traffic concerned does not 
pay its share of joint expense. 


CHAPTER XV 
GENERAL LEVEL OF RATES AND SUMMARY 


The Problem.—The two foregoing chapters have dealt 
with the determination of particular railway rates—the rates to 
be charged for the transportation of any particular item of 
traffic. We have seen that a large part of the total revenue 
of a railway must be raised by assigning to particular rates 
their relative shares of joint expense and contributions to- 
wards return on investment. The question, therefore, which 
now confronts us is that of determining both (1) the amount 
of the total revenue, and (2) the amount of the total return 
on investment, which are required. (The amount of the 
joint expense can be known from the accounts now kept by 
the carriers.) These total amounts are, as it were, the con- 
trolling accounts. They are, respectively, the total sum which 
must be realized from the various particular rates and the 
total charge against rates which must be made to cover oper- 
ating expenses and return on investment. 

It will be helpful from this point of view to regard the 
nation as a unit and to consider it as having a demand for 
railway transportation as a whole. The people of the country 
demand service of railways, and they must pay those who 
construct and operate railways for that service. Immedi- 
ately, their payment takes the shape of particular rates paid 
for the transportation of wheat, shoes, coal, lumber, etc., be- 
tween particular points. Ultimately, their payment is the 
compensation for all the labor, capital, and business enter- 
prise which go into the construction, maintenance, and oper- 
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ation of the railways. This total payment depends upon the 
general level of rates. Thus the general rate level involves 
a comparison of the income of the railways of the country, 
regarded as a single system, with their total expenses; and the 


‘ profitableness of the railway business and the credit of the 


carriers are dependent upon it. 


Relation between General and Particular Rates.—The con- 
nection between particular rates and the general level of all 
rates is fairly obvious. All the particular rates, taken together, 
must, when applied to the traffic which moves under them, 
make a general level of gross revenue which will enable the 
construction and operation of socially desirable railways. If 
the general level of rates is too low, some or all of the par- 
ticular rates must be raised, and vice versa. The general 
level of rates is an absolute thing based on the necessity of 
covering the expenses of construction and operation. The 
particular rates represent the distribution of the general rate 
level among particular items of traffic. 


The General Demand for Transportation.—From the social 
point of view, the general level of rates involves the problem 
of demand and supply with regard to the railway facilities 
of the nation. On the one hand, the demand arises chiefly 
from the fact that commodities are wanted more intensely 
at some points than at others. The railways provide the 
means for connecting points of production or surplus supply 
with points of consumption or deficient supply. Also they 
serve to equalize population and investment by facilitating 
the movement of men and capital. Nor must we forget the 
political and military utility of the means of transportation 
which promote social intercourse and political integrity, while 
providing an essential agency of defense and offense for the 
nation. From these points of view it is clear that the people 
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of a country have many and intense wants for railway trans- 
portation, which are only limited by the existence of other 
agencies, such as waterways and highways. 

These wants for transportation are effective in the shape 
of “demand” to the extent that they are supported by the 
wealth and income of the nation, which provide the purchas- 
ing power. Today the people of Russia no doubt greatly 
desire improved transportation but the purchasing power is 
not there. 


The Supply—Cost of Construction—The supply of rail- 
way transportation is to some extent absolutely fixed by en- 
vironment, depending upon the lay of the land, the supply of 
materials, etc. Generally, however, the supply of railways is 
only limited by expense, and there are two phases of expense 
to be considered from the point of view which we are now 
taking. These are the expense of construction and the ex- 
pense of operation. Operating expenses have been considered 
in their relation to particular rates. It now remains to consider 
that part of operating expenses which is necessarily related 
to the general level of rates, but especially the cost of con- 
struction, upon which must, in the last analysis, depend in- 
vestment and, in part, return upon investment. 

Railways will not normally be built unless the total in- 
come, existing and anticipated, is in excess of the total 
expense. With private ownership and operation the income 
and expense must be measured in economic units and generally 
be expressed in terms of money. To use a common expres- 
sion, it is “a dollars-and-cents proposition.” To the extent 
that the government intervenes in the actual conduct of rail- 
way affairs, political values may be considered and be added 
to income or weighed against expense. Such values, how- 
ever, are intangible and difficult to measure. 

With the exception of political considerations, the aver- 
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age rate on all the traffic on all the roads of the nation—that 
is, the general rate level—must be such that multiplied by 
the total units of transportation service or traffic, the product, 
which is the total revenue, will at least equal total expenses, 

‘including a charge for the replacement of capital and a return 
on investment. 


The Determination of the General Level of Rates— 
Demand Indeterminate.—As already stated, the general level 
of rates must depend upon the demand for, and supply of, 
railway transportation in general. That is, the general rate 
level must bring a normal balance between supply and demand. 
The general demand for railway transportation depends upon 
the factors outlined above, but it is hardly possible to measure 
that demand. In fact, the demand for railways in general 
is a highly composite matter. The demand for coal mines 
depends upon the demand for coal; the demand for shoe 
factories depends upon the demand for shoes; but the demand 
for railways depends upon the demand for the transportation 
of thousands of particular commodities betweerr thousands of 
different particular places. This is partly what makes the 
problem of the general level of rates difficult, and as a prac- 
tical matter we are forced to go back to the particular demands 
for the transportation of various commodities and persons. 
Accordingly, demand is most important in the determination 


of particular rates. 


Supply Side Most Important for General Level.—The 
supply of railways in general depends upon the cost of con- 
structing and operating railways, and here the investment 
in railways is the one great item which requires consideration. 
The cost of constructing a single railway, or all the railways 
in the country, is the investment. Moreover, a part of the 
cost of operation depends upon the investment. The charge 
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for depreciation and the replacement of capital is largely de- 
pendent upon the investment figure.. The allowance to be 
made as interest on investment is also thus dependent. It 
follows, therefore, that the chief problem in determining the 
general rate level is the determination of investment. 

This emphasizes cost, and it is true that cost is the chief 
factor in the determination of the general level of rates. It 
has been seen that in making particular rates, cost plays but 
a limited part. It is in connection with the general level that 
cost finds its full expression. When we say that rates must 
be such that they yield a fair return on investment, we are in 
effect saying that the general level of rates must be such that 
it will cover the cost of construction and operation together 
with a fair allowance for interest and profit. 

How, then, shall the true investment in railways be de- 
termined? This is an old problem and one concerning which 
there has been much difference of opinion. Many legal de- 
cisions have been made concerning the matter. In the last 
analysis, however, the economist will have the deciding word 
—and it is from the economic point of view that we shall 
approach the question. 


Basis for Determining Investment Cost.—In order to clear 
the ground, we must at once note three distinctions: 

1- Ethical and Legal Values vs. Economic Values.—, 
Purely economic value takes no account of right and wrong. 
For example, costs which have necessarily been incurred in 
the past construction of railways may have resulted in the 
existence of portions of plant or roadbed which do not now 
have an econonuc value equal to the cost. In such cases, it 
may be ethically just and in accord with the law that the in- 
vestors should be allowed the value equal to the cost that was 
originally incurred. In this and similar cases non-economic 
values may be recognized, but should only be allowed after 
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distinct recognition of their non-economic character and care- 
ful scrutiny of the honesty and wisdom of the original invest- 
ment. 

2. Competitive vs. Monopoly Values.—Under competi- 
- tion market value normally equals expense plus a minimum 
return to capital and enterprise. It is based on the free play 
of demand and supply forces, and may be assumed to result 
in the maximum quantity of profitable business. Monopoly 
values, however, mean limited supply, and often are higher 
than the sum required to cover expenses and a minimum re- 
turn to capital and enterprise. Accordingly, monopoly values 
have no ethical validity. We have seen that the railway busi- 
ness is, to a considerable extent, naturally monopolistic, and 
it is to be borne in mind that railway rates are not to be taken 
for granted as furnishing a fair basis for valuation. 

3. Private Gain vs. Public Utility—Unregulated competi- 
tion cannot be trusted to work satisfactorily in public-utility 
businesses. We depend upon it to regulate industries in which 
private gain is the mainspring. In private industries, specula- 
tors and promoters are welcome and furnish a valuable part of 
the direction of competition; but in public-utility industries, 
such as railways are, where the product is vitally essential to 
social welfare, the investor and the conservative manager are 
more important than the speculator and the promoter. Ac- 
cordingly, there is less desirability for fluctuation in values 
and wide margins of profit. 

In view of these three points, we may now pass judg- 
ment upon several theories of valuation which have been pro- 
posed as a basis for determining the true investment. 


1. “Earning Capacity” and “Present Value.”—For those 
who are used to reasoning concerning competitive and private- 
gain values, it is natural to propose that the value of the invest- 
ment of the railways should be determined by taking the 
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market value based upon their earning capacity. A moment’s 
reflection, however, will show that for rate-making purposes 
such a basis of valuation is doubly bad. In the first place, 
earning capacity partly depends upon gross earnings, which, 
in turn, depend upon the general level of rates. To take an 
investment figure based upon rates for the purpose of deter- 
mining the reasonableness of rates is to reason in a circle. 

In the second place, the earning capacity is partly dependent 
upon the amount of the operating expenses which must be 
deducted from the gross revenue to arrive at the net. But 
these operating expenses partly depend upon the railway’s 
investment. This is true of depreciation charges. For rate- 
making purposes the railway plant cannot be taken for 
granted, but, as we shall see, the honesty and efficiency of 
the construction of the plant must be considered, to say 
nothing of its social utility. In short, the “earning capacity” 
theory begs the question of the valuation for rate-making 
purposes by assuming a certain rate level and a certain level 
of capital replacement charges, such as depreciation. 

When the question is merely one of condemnation or 
sale of a railway property, the market value based on net 
earnings may properly be used; but even there the wise in- 
vestor would have to consider the possibility that the gov- 
ernment might step in and regulate rates and accounting 
methods in such a way as to reduce the earning capacity and 
the value of the investment. 


2. “Cost of Reproduction” or “Cost of Duplication.”— 
Some public service commissions and several court decisions 
have adopted cost of reproduction as a basis for determining 
the true investment of a public utility. This proposal is one that 
is very commonly made and which will require the most 
careful study. The cost of reproduction may have either one 
of two meanings. It may mean the cost of the identical 
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plant; or the cost of a plant which is equally efficient, but one 
which may differ more or less in form and arrangement from 
the existing one. Also, the cost of reproduction may mean 
either the cost of a new plant or the cost of the existing plant 

' as depreciated. This is not the place to go into details con- 
nected with these various meanings, but it is merely pointed 
out that the conception of “cost of reproduction” is not a 
clear-cut one and requires accurate definition. Without refer- 
ence to the various shades.of meaning let us examine this 
general basis. 


Question of Unit Costs.—Perhaps the first question to 
arise in one’s mind is what unit prices should be taken as the 
_ basis for determining the cost of reproducing a railway plant. 
Shall we take current prices or those which were originally 
paid? Shall we take the prices of any one year, or of a 
series of years? Perhaps some fair basis could be arrived 
at in each particular case, but it can readily be seen that the 
procedure must be more or less arbitrary. Particularly diffi- 
cult is the case of real estate. It has been proposed to base 
the prices of land to be allowed in determining the cost of 
reproducing a railway upon the value of abutting land. In 
many cases, however, this would not be fair to the carriers, 
as railways frequently have to pay “hold-up values” for real 
estate. In Wisconsin, for example, it was found that rail- 
ways paid for land over 300% more than the consideration 
shown in the records of the registrar of deeds. The conclu- 
sion must be that the determination of unit prices presents 
great practical difficulties. 


Question of Necessary Original Costs—The second 
question to arise in considering cost of reproduction concerns 
the allowance to be made for the costs which were originally 
incurred. Some of the original costs may have been neces- 
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sary and incurred with all honesty and wisdom, yet they 
would not be necessary in reproducing the plant. Grades, 
perhaps required by law, once made need not be made over 
again, but should the cost not be allowed in investment? 
Moreover, the cost-of-reproduction basis might cause unjust 
risk to investors, since valuations made in periods of relatively 
low prices would result in investment figures which would be 
unfair. To take the average price for a series of years would 
be tantamount to an abandonment. of the cost of reproduction 
principle. There are “starting expenses” which are necessary 
to create and develop traffic. There are certain organization 
and legal expenses which are required at the beginning of an 
enterprise. There are the risks of a new enterprise for which 
the enterprisers deserve rewards—rewards for plans and fore- 
sight. The conclusion must be that cost of reproduction 
would not make due allowance for all the necessary original 
expenses. 


Intangible Items Not Covered.—Under the cost of 
reproduction theory, how would allowance be made for in- 
tangible items of property value? There are important items 
in a railway’s investment account which would not find ex- 
pression in any costs of reproducing the plant. One of the 
most important of these items is the “seasoning” of the road- 
bed. There are changes in alignment, restoring washed 
banks, rebuilding after wash outs, and raising roadbed and 
track. On such operations thousands of dollars per mile of 
line may have been expended, yet they would not be required 
in reproducing the plant. The National Association of Rail- 
way Commissioners has said, ‘There is an appreciation in the 
value of the roadbed due to what is termed ‘seasoning,’ the 
settling of embankments requiring a filling in to bring up to 
required grade and width, clearing out and widening cuts, etc., 
which require an unusual expenditure during the first few: 
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years, all of which adds to the value of the roadbed and must 
be taken into consideration in the valuation.” 
Then there is the intangible item of “going value.”’ This 
represents necessary expenses incurred in building up the busi- 
‘ness so that it will pay more than operating expenses, including 
depreciation and fixed charges, and will yield a normal profit 
to cover the risk of the enterprise. An established railway is 
worth more than the cost of the various separate parts, and 
anyone choosing between the cost of reconstructing a new line 
or buying an old one would pay more for the latter. Here 
again, cost of reproduction does not allow for an important 
intangible asset which should be recognized from the social 
point of view. 


Conclusion on Cost of Reproduction.—In short, the cost 
of reproduction is neither what was honestly and wisely paid 
by the original investors, nor what new investors would be 
willing to give for the property with its various intangible 
items of value and its established business. To cap the climax, 
it furnishes a one-sided theory of valuation, for it gives no 
consideration to the social utility of the railways. It is not 
actual cost; nor is it justified by any consideration of demand. 

It, therefore, seems that economists must support the ut- 
terance of Judge McCormick, who, in Metropolitan Trust 
Company v. Houston and Texas Central, said: “A system of 
rates and charges that looks to a valuation fixed on so narrow 
a basis as that shown to have been adopted by the Commission, 
and so fixed as to return only a fair profit on that valuation, 
and which permits no account for betterments made _ neces- 
sary by the growth of trade, seems to many to come clearly 
within the provision of the 14th amendment.” (The 14th 
amendment prohibits the confiscation of property without due 


process of law.) 


1 Report of 1910, page 142. 
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3. Original Cost.—The third chief method of determining 
the value of the railway’s investment is that which is based on 
original cost including all additions and betterments. The 
original cost would include the actual expense of all steps 
necessary to the development of the present efficient service of 
a railway, from the necessary “starting expenses’? which were 
honestly and wisely made, down to the latest expenses for 
bringing the roadbed up to required grade and width. Original 
cost is something actual. It is not a hypothetical thing, but is 
the sum of expenses actually incurred. It has a basis in history 
and is a record of the facts attending the development of the 
property. More than that, it allows due regard for ethical 
considerations, for under it the appraiser should take up the 
question of risks and obstacles which were confronted in 
starting the enterprise. It considers the whole life of the 
plant, and therefore, makes it logical to take account of the 
relation of the plant to the future. 

Before passing final judgment on this basis of valuation, 
let us consider how it would be applied. In the first place, 
the tangible physical items of the investment would be covered 
by going into the actual construction records wherever pos- 
sible, It has been found in practice that field surveys made 
for determining cost of reproduction are frequently inaccu- 
rate, as original ground lines change, bridge piers cannot be 
seen, etc., etc. Consequently, the only accurate way to pro- 
ceed is to take the records of actual construction. When these 
are not available, of course, it is necessary to make surveys to 
determine the work done and to apply the unit price which 
prevailed at the time of construction. 

As to intangible items, under the original cost method the 
appraiser must consider the legitimate promotion expenses, 
including organization and legal expenses and discounts on 
securities when these are honest and reasonable. The econ- 
omist would be the last to deny the justice and expediency- 
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of allowing compensation for business plans and foresight. 
Interest on investment prior to the receipt of profits would be 
allowed. Freight on construction materials would be another 
legitimate item. 

“Going value” is not to be allowed in the sense of a “value 
of created income,” for the reason that income comes from 
rates and rates cannot be assumed when we are determining a 
valuation for the purpose of making rates. But in another 
sense, going value must be allowed for. A railway plant must 
have cost more as a going concern than the sum of its separate 
parts. A working organization has been built up partly as the 
result of legitimate advertising which may be both educative 
and productive. There are expenses involved in getting busi- 

_ ness; there are early losses and operating deficits to be covered. 


Differential Advantage—Is there any other element in the 
investment account of a railway which must be included in 
order to arrive at a fair basis for determining a reasonable 
general level of rates? Does the original cost basis as briefly 
outlined in the foregoing paragraphs cover all items of in- 
vestment upon which the investors in a railway are entitled to 
a return? It appears that all the many parts of the construc- 
tion, maintenance, and operation of the railways would be 
provided for, but there is one item which no cost figures would 
cover. This is the valuation of the differential advantage 
which some carriers possess on account of superior location. 
Between Chicago and New York there are several lines of 
railway, no two of which are equally advantageous. One of 
the roads must have the highest cost per ton-mile in hauling 
goods between those points, and another must have the lowest. 
In spite of this difference in cost, practically but one rate can 
be charged for hauling the same commodity between those 
points, and it follows that the road with the minimum cost must 

+make a larger profit than the roads having higher costs. This 


244 PRINCIPLES OF RAILWAY RATES [Pt. IT 


higher profit, in so far as it is due to the natural advantages 
of route, is a measure of what is known as the differential ad- 
vantage. It is closely similar to what economists call rent. 

It may be argued that this differential advantage is not a 
thing in which a railway should have property rights—that no 
private property is entitled to capitalize the amount of the 
differential profit. But as long as we have private property, 
it is difficult to say how we could do anything else but include 
the capitalized value of the differential advantage in the 
valuation of the carriers’ investment. The expenses of the 
least advantageously located road must be allowed for if we 
are to assume the various lines to be necessary. These ex- 
penses include not only the original cost of investment, but 
the greater operating expenses caused by the natural disad- 
vantages of the marginal road. There must be a single rate 
and there results a permanent differential advantage. So long 
as we allow individual land owners to enjoy the increased 
values which result from superior location, we can but allow 
the carriers to do the same. 

Such an allowance, however, has no practical bearing upon 
rates. The general level of rates must be determined with 
reference to the least advantageous one of the carriers which is 
socially desirable, and must cover the highest costs which are 
socially necessary. Rates, in other words, are determined 
with reference to the marginal costs, and it follows that the 
differential advantage of the more advantageously located 
railways is a vesult of their superior location and has no causal 
effect upon rates. 


Franchise Values.—A few special problems arise in the 
application of the original cost basis of valuation. Thus, 
there is the much mooted question of franchise values. Should 
a railway’s investment account include an item which may be 
called “value of franchise’? From. the point of view of. 
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valuation for rate making—which, it will be remembered, is 
widely different from valuation for sale or taxation—the 
answer must be in the negative. The value of the franchise 
comes from the railway’s net earnings, which, in turn, depend 
- largely upon rates. Thus, the same objection applies to the 
inclusion of the franchise item that applies to the earning capac- 
ity basis. Certainly, the franchise value is not based on cost. 

Closely related to the franchise idea, is that of public aid. 
Many railways have received large grants of land and have 
been assisted in other ways. Such items do not represent cost, 
but are gifts of the public, and the public should not be asked 
to pay rates required to yield a profit on its gift. 


Goodwill.—There are those who have advocated the in- 
clusion of goodwill in railway valuations. In a competitive, 
private-gain business there might be some excuse for this 
procedure, although even in such business the item would be 
regarded with suspicion. In the railway business, goodwill 
cannot properly be included in the investment account. In the 
first place, it is a competitive factor based on the idea that 
consumers have a choice, and that the possession of their 
patronage is therefore an asset. A railway is a partial mo- 
nopoly, and is obviously so for most local traffic. Accordingly, 
the conception of goodwill does not properly apply to any 
great extent in the railway business. In the second place, 
goodwill is not permanent or certain enough to be capitalized 
and made the basis of stable rates. This is especially true 
of a permanent public utility like the railway. In any case, 
goodwill is not a social cost, but merely represents competitive 
advantage. It is what economists call an acquisitive advantage. 
We must, therefore, dismiss it from consideration as a part of 
the true investment of a railway. 

The upshot of this examination of the bases of valuation 
is that original cost as here outlined furnishes the true test. 
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In the case of roads which are ‘advantageously located, how- 
ever, there must be added an allowance to cover the value of 
their differential advantage. 


Necessity of Applying Costs Honestly and Wisely.—It will 
have been noted that at several points in the foregoing discus- 
sion the idea of cost, or expense, has been qualified by using 
the words “honest” and “wise,” or their equivalents. The 
courts have indicated that costs are only admissible as the basis 
for valuation for rate-making purposes when they have been 
incurred by an honest and efficient management. For example, 
in the Wellman case (143 U.S.) it was stated that if the court 
were fully advised as to the disposal of earnings, “it might 
clearly appear that a prudent and honest management would, 
within the rates prescribed, secure to the bondholders their 
interest and to the stockholders reasonable dividends.”’ 

This intimates that expenses which are imprudently or 
dishonestly made should not be recognized. It is safe to say 
that a “reasonable” original cost could not include either an 
exorbitant promoter’s fee or an item of “interest on invest- 
ment before profits” which covered an unreasonably long 
period. There would be a limit to the payment of extra- 
ordinarily large salaries. Expenses incurred for the purchase 
of property which is not reasonably necessary or advantageous 
for the conduct of the business might be disallowed.2 

Another case in which the idea appears, although the faulty 
cost of reproduction basis is taken, is that of Steenerson v. 
Great Northern (72 N. W. Reporter 713): 


If a railway is built and operated wisely and economically, 
if it is located where public need requires it, where there is 
business to justify its existence, and constructed so as to be 
fit and well adapted for the business which it aims to accom- 
modate—it should be entitled to return as good interest on 


2 On this point see Capital City Gas Light Co. v. City of Des Moines. 
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the cost of the reproduction of the road as capital invested 
in the average of other lines of enterprise. 


Thus the original cost idea is modified to mean original 
cost to the extent that such cost has been honestly and wisely 
incurred. 

To sum up, the test of a true economic valuation of rail- 
way investment is really twofold. On the one hand, it must 
be sufficient to cover all original costs; on the other hand, only 
such investments should be recognized as are made in rail- 
ways which are honestly and wisely built. 


The Transportation Act.—It is in keeping with this princi- 
ple that the Transportation Act of 1920 gives the Interstate 
Commerce Commission complete power to regulate the con- 
struction and capitalization of railways. From now on, new 
construction must be authorized by the Commission, and the 
Act provides that no interstate carrier shall build any new 
line without first obtaining a certificate that the present or 
future public convenience and necessity require such construc- 
tion. Capitalization, too, while a different matter from 
“capital,” is closely related thereto and affects investment. The 
Commission now has practically complete control over it. 
Thus the government has at last stepped in to insure that only 
honest and wise investments shall be made in the railway 
business.* 


Harmonizing Uniform Rates with Diverse Costs.—Thus 
far this chapter may be briefly summed up in the conclusion 
that the general level of rates, as distinguished from particular 
rates, depends chiefly upon the investment in railways and that 
the investment is to be determined by the amount of those 
original costs which are honestly and wisely incurred. It 
remains to show how the general level of rates is related to 


3 See below, page 544. 
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the rates of the different sections of the country or different 
railway systems; for, while a conception of a general level is 
real and helpful, it is nevertheless true that in practice the 
general level is distributed among roads whose original costs 
vary widely. Indeed, investments in the different parts of 
a single railway system may show the greatest dissimilarity. 
Naturally, then, the question arises, If the general level of 
rates is based on original cost of investment, how can there 
be any uniformity in rates among the different roads or on 
different parts of the same road? 

We can dismiss at once the cases in which the general level 
of rates does not cover costs even indirectly or in the long run. 
The costs of such railways mean that investments have been 
made which are unwise or inefficient, and these investments 
must be liquidated on the basis of the general level of rates. 
The remaining cases all fall into two groups: (1) those roads 
whose original costs are directly compensated or more than 
compensated by the general level of rates, and (2) those roads 
whose costs are only indirectly covered in the long run. It is 
concerning the latter group that the question arises. 


Branch Lines.—The distribution of charges need not be 
uniform in proportion to investment. If it is clear that in- 
directly or in the long run the aggregate cost of a railway 
system as a whole is being compensated by the general rate 
level, without there being any net loss, then certain parts of the 
system may be operated with economic advantage even though 
the rates directly assignable to them do not yield a return on 
the cost of investment in those parts. Take branch lines or 
feeders, for example. If the greater volume of traffic which 
they bring to the main lines with which they are connected 
enables a reduction in the average operating expense per ton- 
mile on the main line, the amount of the reduction—and the 
gain arising therefrom—may be imputed to the branch line 
and be offset against its cost. 
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This reasoning, however, must not be overworked. It is 
sound economics to conclude that the local traffic of the branch 
line ought to be separately considered, and be made to pay its 
specific costs and something towards the general expenses 

-which are assignable to the branch line. To this extent the 
branch should “stand on its own bottom.” 

This raises the question of the practicability of imputing 
gain to a non-profitable line. The only costs known are totals 
covering both local and through traffic. We know the total 
costs on the unprofitable branch line; also its total income, and 
the total amount of its loss. But can we figure the offsetting 
gain to the other lines from the through traffic which it brings 
to them? If the only change resulting from the construction 
of the branch line were increased volume of traffic to the main 
line, the reduction in the average expense per ton-mile on the 
main line would measure the gain. But besides the through 
traffic which moves from the branch line to the main line, 
there is the local traffic of the branch line to be considered. 
This local traffic should at least pay its special costs and con- 
tribute something towards the general expenses of the branch 
line. Here comes the difficulty of determining the net gain 
from maintaining the branch. It seems a practical impossi- 
bility to determine separately for the local traffic its revenue and 
expense and loss. If this can be done, however, and only the 
loss of the branch on the through traffic is charged against 
the gain made by the main line, the arrangement in question 
can be fairly tested. Only as the local traffic of the branch 
pays for itself, while the gain of the main line on traffic inter- 
changed is greater than the cost chargeable to that through 
traffic, is the arrangement economically sound. 


Differential Lines——There is also the problem of “differ- 
ential lines”—that is, independent lines which are relatively 
weak or disadvantageously located—which raises the question, 
Is the same general level of rates to be charged on different 
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competing lines in spite of their‘different costs? It has been 
maintained by some that one transportation route should never 
be allowed to take from another, merely as a consequence of 
competition, traffic which that other route could carry at less 
expense. The Grand Trunk, for example, it has been held, 
should not be allowed to take freight from Chicago to Boston 
which the New York Central could haul more cheaply. 

In this argument there is an element of truth and also an 
element of error. It is true that the increased average cost 
per ton-mile which would result from the participation 
of the circuitous route would have to be considered and 
weighed against any advantages arising from such participa- 
tion. The greater expenses set a limit and must be carefully 
considered. But it is nevertheless also true that there are 
certain advantages which may arise from allowing the more 
disadvantageously located road to share in the traffic. The 
Interstate Commerce Commission has said that “to decree that 
traffic should always move by the cheapest road would be to 
entirely eliminate competition, which, within reasonable 
bounds, is for the interest of the general public.” There is 
undoubtedly a certain kind of competition in service and 
between markets which it is desirable to foster and which re- 
quires the existence of alternative routes. Furthermore, it is 
to be recognized that allowing the relatively inefficient carrier 
to participate in moving the traffic may cause a reduction in 
the average ton-mile expense of that carrier by giving it the 
volume required for its most economical operation. 

As a rule, however, it would probably be found that it is 
most economical to let the carrier which operates at the least 
expense take all the traffic which it can accommodate. A good 
many thinkers have concluded that there are too many rail- 
way lines in some parts of the country. It is hardly practica- 
ble to compel an inefficient carrier to forego competition for 
traffic; but we can refuse to recognize its high costs as a factor 
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in determining rates except to the extent that it is required to 
handle the traffic. 


Different Classes of Traffic and the General Level of 
‘Rates.—A group of questions similar to the foregoing applies 
to the relation between the general level of rates and the 
charges to be made for different classes of traffic. May the 
general level be maintained while some classes of traffic pay 
more than their pro rata share of the cost and others pay less? 
Here the problem of determining the general level of rates 
merges into that of particular rates. 

We have seen that it is economically expedient under some 
circumstances that fixed and joint expenses should be distri- 
buted over the different items of traffic in proportion to the 
intensity of the demand for their transportation. Now, how- 
ever, in the light of the discussion of the general level of rates, 
it can be seen that there is danger of going too far in this 
direction, and it will be well to note a series of limitations 
upon the discrimination that exists when one branch of traffic 
is charged more than its pro rata share of all operating ex- 
penses and fixed charges. 

In the first place, it may be laid down as a general rule 
that, to the full extent that demand permits, all classes of traffic 
should in the long run bear their full pro rata share of all the 
expenses and charges necessary to replace, maintain, and oper- 
ate the transportation agencies. 

In the second place, there are unreasonable discriminations 
—discriminations among commodities, among shippers, and 
among places—and there is danger of placing an undue bur- 
den on some classes of traffic when other classes are hauled 
for less than the pro rata share of all expense. 

In the third place, it seems that there is no logic in the 
idea that, because some traffic is developed earlier than other 
traffic, the latter should be regarded as a separate thing which 
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is taken on for what it will bring merely as an adjunct to the 
original traffic. The plant exists for all the traffic, and if it 
must be enlarged, it is because the total traffic considered as a 
unit is too great to be handled by the original plant. There is 
no economic difference between the earlier and the later units. 

In the fourth place, it must not be assumed that all traffic 
has to move and that if any part of it will not move at a rate 
sufficient to pay its full share of costs, the rate must be 
reduced. It may well be that society would be better off if 
some goods did not move at all—if the elimination of such 
traffic would enable the carriers to operate without loss. Cer- 
tainly, this is true when-the question is one concerning the. 
transportation of goods to remote points which might be sup- 
plied more economically from nearby sources. 

Finally, there is danger of maintaining a larger investment 
in railway facilities than is economical in order merely to 
accommodate non-profitable freight. One of the most plaus- 
ible arguments in favor of ignoring cost in making different 
rates on different classes of traffic is to urge that, as a railway 
has unused track and equipment, it must take on additional 
traffic no matter how little it will pay, because such traffic will 
help defray the cost of maintaining the excess facilities. But, 
when confronted with this argument, we must distinguish two 
cases : 


1. When the situation arises with regard to empty back 
hauls, seasonal surpluses of equipment, or the existence of 
reasonably anticipated growth in traffic, the argument may 
be sound, for in these cases the excess facilities are eco- 
nomically justified and the extra traffic really helps to pay 
necessary costs. . 

2. When, however, the excess of facilities arises from 
uneconomic construction or from the growth of superior 
competitive roads which have diverted traffic, the argu- 
ment is not sound, for here the excess is not necessary 
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and the so-called fixed costs are not economically justi- 
fied.. A single railway ought not to maintain such equip- 
ment that it will be necessary to haul goods for less than cost 
in order to utilize its full capacity, and the same principle 
applies to the railways of a section or of the nation as a 
whole. 


Summary.—To sum up, then, we conclude that discrimina- 
tions in rates based on differences in demand, must be made, 
and that the general level of rates must be maintained by 
charging different particular rates on different classes of 
traffic ; but that in making such discriminations cost cannot be 
ignored, and that as nearly as possible each railway and each 
class of traffic should be charged with its full pro rata share 
of all expenses, including capital charges. Thus, we bring 
together the discussion of particular rates and of the general 
level of rates. 


Final Restatement of Principles of Rate Making.—It jis 
now time to bring together in a concise way the chief factors 
which have been found to govern the determination of rail- 
way rates. This means the formulation of a theory of rates. 

The conclusion has been reached that particular rates and 
the general level of rates are determined as parts of the same 
process, which is the process of evaluating the transportation 
service. Through the necessity of maintaining the general 
level of rates the greater part of the cost of transportation 
exerts its influence upon particular rates; through particular 
rates the composite demand for the various particular services 
performed by the railways is brought to bear upon the general 
level of rates. On the’ one hand, the cost factors which limit 
the supply of railway facilities are so largely joint that they 
can only be effective as regards the general level of rates, and 
we have seen that the basis of determination for the general 
level is the original cost of investment when the investment is 
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honestly and wisely made. On the other hand, the demand. 

for transportation service as a whole is merely the sum of 
thousands of particular demands, and 1s so composite a force 

that it can be brought to bear only through the particular de- 

mands which chiefly determine particular rates. The whole 

scheme of rate determination may be expressed diagrammati- 

cally as shown in Fig. 21. 


ae Investment 
Composite fay Particular. Ger'l wt Supply ee 


Demand Demands 


| 
Rates | of Rates Joint Expense 
Specific Expense 


Fig. 21.—Diagram showing the Concurrent Determination of General 
Level of Rates and Particular Rates 

The diagram, read from left to right, shows that composite 
demand through its component particular demands is brought 
to bear upon the determination of particular rates. At the 
same time it is set against the total cost of supplying trans- 
portation; and, particularly, the cost of investment must be 
weighed against that demand. Through particular rates 
demand is ‘brought to bear upon the general level of rates, 
while at the same time the general level exercises a control 
over the sum of particular rates. This mutual action and 
reaction is expressed in the diagram by the two heavy arrows 
which connect the two phases of the rate structure. The 
supply of railway transportation is limited by the cost of in- 
vestment and operating expenses, which together make up the 
total cost of constructing, maintaining, and operating the rail- 
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ways. The capital charges pertaining to the replacement and 
maintenance of investment items and the joint expenses can 
only be brought into relation with particular rates through the 
general level of rates. The specific expenses, however, which 


_ can be directly assigned to particular transportation services 


function directly and immediately in the determination of 
particular rates, as is indicated by the light line at the bottom 
of the diagram which connects the two. 

If the reader has followed the reasoning in the chapters 
on Principles of Rate Making, it is unnecessary to go into 
further detail. Possibly, however, another way of summing 
up the complicated interaction of demand and supply may 
serve further to clarify the subject, though it does not add to 
nor alter in any way the foregoing statement of the case. Ac- 
cordingly, there is presented next a diagram (Fig. 22) which 


COMPOSITE 
| DEMAND 


Particular Dement) wee C spc Expenses 


General 
Level 


Total Cost 
Investment | Specific } 
Joint Expense} Expense 


Fig. 22.—Diagram showing Determination of Particular Rates and Their 
Relation to the General Level 


serves to focus attention upon the problem of determining 
particular rates—the problem which arises most frequently in 
practice. 

In this diagram we see expressed the idea that particular 
rates are determined between the level of composite demand 
and the general rate level. The former sets a broad general 
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maximum; the latter, an equally broad and general minimum. 
Between the two lies the scale of particular class and com- 
modity rates. The particular rate charged for each particular 
transportation service is immediately determined by the inter- 
action of the particular demand for that service and the 
specific expense chargeable to it. This diagram brings out the 
fact that demand for railway service as a whole—the com- 
posite demand—is brought to bear on particular rates only in 
the shape of a particular demand for some given kind of trans- 
portation; while the only part of cost which functions imme- 
diately in the determination of particular rates is the expense 
specifically assignable to the particular service involved. The 
total cost is the basis upon which must rest the general levek 
of rates, and through the general level of rates it serves as a 
general controlling basis of particular rates. 


CHAPTER XVI 
RAILWAY COMPETITION 


Railways Partial Natural Monopolies.—In Chapter XIII 
it was said that railways are partially ‘“‘naturai monopolies,” but 
this statement must not be taken to mean that there is no com- 
petition among them. It merely means that there is no contin- 
uous direct competition in making rates and that such 
- competition in rates as exists is not effective in establishing 
and maintaining the lowest possible rates on every commodity. 
This fact is recognized by our legislation which provides, on 
the one hand, for close regulation of rates and, on the other 
hand, authorizes pooling and consolidation. Nevertheless, it 
might be more accurate to say that railways are natural partial 
monopolies, for it will be shown that there is some compe- 
tition even in rates, and much competition in service. 


Agency Rates.—It is often stated that railway rates are 
generally published by some agent representing an association 
of carriers and that this must mean that there is no competi- 
tion. Even when published by an agent for an association, 
however, the rates, as published, are only arrived at after a 
clash of opinions and interests among the several members, 
which is a sort of competition; and when published they are 
not binding on the members. The rate-making procedure, 
under such circumstances, is not competition in the usual sense 
of the term, and common action so dulls the competitive strug- 
gle that we can have no assurance that the lowest possible 
rate will be established. It does not lead to the survival of 
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the fittest. The point is merely that the clash of interests 
within an association of various railways, each one desiring 
the largest possible volume of traffic, is generally sufficient to 
insure against the exaction of the highest possible rates. 


Illustration of Competition in Rates—wWithin a single 
rate territory, such as the Trunk Line Association Territory, 
individual action is sometimes taken either by a single road 
or a group. For instance, in the fall of 1921, when the post- 
war readjustments in the iron and steel industry were being 
worked out, cuts in the rates on iron ore were made by in- 
dividual carriers which precipitated a general reduction an- 
nounced by the agent of the Trunk Line Association. The 
Chesapeake and Ohio, on September 22, made a 30% cut in 
the import rate on iron ore from Newport News to the Vir- 
ginia furnaces. The Lehigh Valley followed in about a month 
with a cut of about 28% on ore from Perth Amboy, N. J., to 
Bethlehem, Pa., and on November 10, the Philadelphia and 
Reading reduced its ore rates from Philadelphia to Bethlehem 
by a similar amount. Meanwhile, the Eastern Trunk Lines as 
a body filed reduced rates on ex-lake ore in Official Classifica- 
tion Territory. 

In 1922, a group of roads, comprising the Central of New 
Jersey, Lackawanna, Reading, and others, sought to make a 
reduction in the rate on cement from the Lehigh district to 
_New York harbor for transshipment to New England points; 
while the cement interests of the Hudson district—a rival 
cement producing center—protested on the ground that the 
proposed reduction would put cement from the Lehigh dis- 
trict into New England on a basis too low relatively to the 
rates from the Hudson district. The Interstate Commerce 
Commission suspended the proposed rate. 

But, while the so-called “differential roads’ (which offer 
an inferior service at less than the standard rate) and the rail- 
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water routes have offered direct competition in rates, it would 
be hard to find many cases of continuous competition among 
the railways serving two given points. Such cases as those 
Mentioned are not only more or less sporadic, but they almost 
always involve different points of origin or destination and 
the competition among the railways is based upon competition 
among the different producing interests which they serve. As 
we have seen, when two or more railways operate between two 
given points, rate competition among them’tends to become cut- 
throat, and hence is soon ended by agreement. 


Three Kinds of Permanent Competition.—There are, how- 
ever, at least three kinds of competition which have continued 
_to exist down to the present time and which have a very con- 
siderable effect on railway rates: (1) competition among 
shippers, that is, market competition or commercial competi- 
tion; (2) competition in service; (3) competition with other 
kinds of carrier. To some extent, also, railway transporta- 
tion not under the jurisdiction of the Interstate Commerce 
Commission has been a competitive factor; such competitive 
transportation existing on Canadian railways and in the shape 
of intrastate traffic.? 


Market Competition.—Probably the chief competitive 
factor in the railway business is that which arises from com- 
petition of markets. Let us be concrete by giving an illus- 
tration. Sugar is refined at various points in the United 
States, notably on the North Atlantic seaboard, in Louisiana, 
and on the Pacific Coast. There are also important beet sugar 
refiners in Colorado and Utah. These sugar refiners all 
desire to market their product throughout the Middle West, 
of which territory we may take Chicago as the center. A dif- 
ference in price of one-tenth of a cent per pound is sufficient 


1See page 347. 


260 PRINCIPLES OF RAILWAY RATES [Pt. IIT 


to make a decisive difference, and it is thus apparent that 
freight rates from the respective producing areas to Chicago 
are vital. The various railways serving the different pro- 
ducing territories must make rates which will allow them to 
compete in Chicago if those railways are to have any long- 
haul sugar traffic, and the adjustment of rates from rival 
points all over the United States into the central territory 
is a matter of keen competition. 

In 1921 four large Eastern shippers complained of the rates 
on sugar to Chicago and Mississippi River points. This led 
to a conference of all traffic officers of the lines interested in 
sugar rates at which shippers and refiners were heard and the 
traffic men debated the situation, the great issue being the 
proper relation between the rates from the Atlantic seaboard 
and those from Louisiana. The Eastern lines proposed to cut 
their rate from 63 cents to 60 cents, which was the rate in 
force from New Orleans, but the Southern lines announced 
that if such a reduction were made, they would meet it by 
cutting their rate to 57 cents, and they argued that the pos- 
sibility of shipping from the East by the rail-lake route justi- 
fied them in demanding a 3-cent differential under the New 
York-Chicago rate. In the same year, the Transcontinental 
roads reduced the sugar rate to Chicago with the idea of 
restoring the old relation between the rates from California 
terminals and the New Orleans rate, according to which the 
former had been 25 cents over the latter. Then the inter- 
mountain beet sugar refiners raised an uproar and compelled 
the Transcontinental roads to extend the reduction to them. Of 
course, the Eastern and Gulf interests complained vigorously 
against the reduction. This whole situation, which may be con- 
sidered as permanent, shows how the carriers are involved in 
the competition of growers, refiners, and jobbers, and how rail- 
way rates are affected throughout great areas by the competi- 
tion of markets. 
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This is not direct competition between the carriers serving 
the same points. It is not a struggle between parallel railways. 
_ It is group competition. It is competition between manufac- 
-turing and commercial interests in which the carriers are in- 
volved in a supplementary way as agents. The competition 
among the railways is reflected from that among shippers, and 
the proposal for the introduction of lower rates often takes 
the form of complaints by shippers against the rates of the 
carriers which serve them. 


“Adjustment” in Rates Caused by Market Competition — 
The most notable characteristic of this market competition is 
that it centers in the matter of “rate adjustments” and that 
the railways are concerned not so much with making the 
lowest possible rate as with securing a relation between rates 
from different producing centers or to different markets 
which will enable the shippers whom they may serve to com- 
pete on equal terms. Thus, the roads serving the Louisiana 
refiners would doubtless have preferred to retain the 60-cent 
rate mentioned above, but they insisted on having a rate which 
was 3 cents lower than the rate from the Atlantic seaboard; 
while the Eastern carriers did not want to cut their rate on 
sugar to 60 cents but wanted the Southern roads to raise their 
rates to the 63-cent level. 

Market competition cannot be counted on to establish the 
lowest possible rate but merely to equalize different markets. 
Nevertheless, we must recognize that the competition of 
markets is a great and fundamental force in making railway 
rates. Both the shippers and the carriers serving a given 
territory must often see that by reducing freight rates a larger 
volume of traffic can be moved, and it must often be the case 
that the shippers in one or the other of the rival producing 
centers will strive to enlarge their business by securing reduced 
rates, thus bringing about the same results as though the 
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carriers which serve them were in direct competition with the 
carriers serving rival producing areas. 

Above all, it is to be emphasized that this market compe- 
tition keeps alive the economic test by asking the questions, 
Will it pay? Can the railways afford to grant reductions as 
requested? This keeps transportation on a business basis. It 
binds the manufacturer, the railway, and the dealer together 
in a cooperative business relation, and makes different rail- 
ways or groups of railways as competitive as are the business 
interests whose products they transport. 


Competition in Service—Competition in service does not 
affect rates as such, but when a railway gives greater service 
at the same rate, it is virtually reducing rates, since it is giving 
the shipper more for his money. 

The forms which this sort of competition takes have been 
numerous. Often the competition is most keen at terminals, 
where the carriers go beyond the mere operation of hauling 
the freight to their freight houses or public team tracks and 
give many special privileges to increase the attractiveness of 
their lines. Thus they seek to secure the most conveniently 
located spots for their terminals and extend those terminals to 
reach remote shippers. They “absorb” switching charges and 
give free cartage and storage. They go to great lengths in 
“spotting” cars for the convenience of carload shippers. They 
sometimes offer free store-door delivery. They give trap car 
service by which they collect cars full of less-than-carload ship- 
ments.2. The privilege of offsetting: demurrage debits with 
credits for prompt release of cars under the so-called average 
demurage agreement ® is another special privilege developed 
by competition. In connection with the transportation of 
freight on the line haul many services are also given, such as 


2See page 492. 
8 See page 481f. 
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milling and fabrication in transit and the privilege of recon- 
signment. 

One of the most notable extensions of service under the 
urge of competition has been the establishment of merchandise 
cars which are run on schedule time between many important 
commercial centers, and the whole fast freight service with its 
“time” or “red ball’ freight trains illustrates the same idea. 
Then, too, the carriers have vied with one another in furnishing 
equipment and refrigerator service. The development by the 
New York Central of the container car, and the move toward 
store-door delivery service taken by the Erie at New York, are 
special illustrations. 


Importance of Service Competition.—All these services 
are expensive, and when they are given without a proportionate 
increase in rates, they are tantamount to rate reductions. 
Their importance is shown by the attitude of shippers during 
the period of government operation, when some of the special 
privileges which had existed under private operation were with- 
drawn or limited. Probably the chief ground for widespread 
complaint among shippers at that time was the absence of that 
competition in service. 

The fact that service competition is closely connected with 
rates is demonstrated by the increased regulation of service 
by the government which has come of late years, being forced 
partly as a result of the narrower operating margins shown by 
the carriers and partly by the need of preventing discrimina- 
tion. As rates declined or failed to advance with higher 
operating expenses, the extension of special privileges became 
more burdensome and was commented upon by those who op- 
posed the railways’ demand for higher rates, the point being 
made that by economizing in service the need for rate ad- 
vances would be less. More and more, too, the Commission 
has found it necessary to make rulings against discrimination 
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‘in service, and the Transportation Act of 1920 greatly in- 
creased the Commission’s power over service matters. 

Indeed, it is to be anticipated that just as the government 
was forced to exercise more and more control over rates on 
account of the unsatisfactory working of railway competition, 
so it will increasingly be drawn into the regulation of the 
special services performed by the carriers, and will thus come 
into closer touch with management. In a-word, competition in 
service is so important and the chances for discrimination there- 
in so great that the Interstate Commerce Commission must 
logically regulate the service for which rates are paid if its 
regulation of the rates themselves is to be effective. 

If this development occurs, there is reason to expect that 
the force of competition in service may be somewhat dimin- 
ished. But it would seem that there would always remain con- 
siderable opportunity for competitive advantage. Just as dif- 
ferential lines are allowed to charge lower rates, on the ground 
that they afford inferior service, so the more progressive rail- 
way managements which initiate specially advantageous services 
may be allowed to profit by the increased traffic which such a 
service brings them. After all, it is one thing to compel 
uniform and non-discriminatory rates, and another thing to 


think of compelling equal efficiency in the management of all 
railways. 


Competition with Other Transportation Agencies.—The 
third kind of competition which has real importance as affect- 
ing railway rates is that which takes place among railways and 
other transportation agencies, such as water lines and motor 
trucks. A volume might be written about the recent growth 
of competition between motor trucks and railways for short- 
haul traffic. Suffice it to say, that the opinion seems to be 
justified that the motor truck furnishes an important agency 
for short-haul business, especially in the neighborhood of large 
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shipping centers, and that it will hold its place as an adjunct to 
the railway for hauls up to some such distance as 50 miles. 
In doing so, it will help to relieve congestion at terminals, 
_although it brings new problems in the construction of high- 
ways and the control of traffic thereon. 

The most important kind of competition under the head of. 
other transportation agencies is that afforded by water routes. 
It is only necessary to think for a moment of the profound 
effect of the Panama Canal on transcontinental rates to sub- 
stantiate this statement. As this page is being written (Aug- 
ust, 1923) several applications lie before the Interstate Com- 
merce Commission for reduction in transcontinental rates. The 
Transcontinental Freight-Bureau asks for a reduction from the 
. Detroit-Pittsburg district to the Pacific Coast, and the Southern 
Pacific is requesting a reduction from New York piers to 
California points, also from the Gulf of Mexico to the west 
coast. - Other applications concern the Chicago-California rates. 
The point is that this situation arises from the competition of 
the Panama Canal, which has steadily increased and which has 
forced the railways to ask for the privilege of making specially 
low rates to the Pacific Coast to meet the low rates in effect by 
water carriers.* 


Summary.—To sum up, we may say that while railway 
competition is peculiarly limited by the economic character- 
istics of the railway business, as pointed out on pages 178, 199, 
there are still important elements of competition which affect 
transportation and that these elements of competition, if rightly 
understood, may be preserved to the advantage of shippers and 
society in general. Happily, the old idea that railways should 
be forced to compete in rates, just as two grocery stores or two 
sugar refineries compete, has been abandoned by all informed 
persons, as is apparent from the permission of pooling and con- 


*See page 393/. 
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solidation which now appears on our statute books. Great 
care and wisdom will be needed to strike a balance between the 
railways on the one hand and transportation by water and truck 
on the other, in order that each agency can compete for traffic 
on the basis of its economic merits. Wisdom and restraint will 
be required in regulating competition in service, on the one 
hand to prevent discrimination, and on the other hand to pre- 
serve initiative. The competition among producers in different 
sections—market competition—which depends upon railway 
transportation is to be encouraged; but only to the extent that, 
on the one hand, the carriers are not forced to make unreason- | 
able rates, and that, on the other hand, producing and dis- 
tributing centers which have no economic right to survive are 
not allowed to compete on an uneconomic and wasteful basis. 
Since rates and service are subject to regulation, the wastes 
of competition should be avoided. 


Part [V—Railway Rates in Practice 


CHAPTER XVII 


FREIGHT CLASSIFICATION AND COMMODITY 
RATES 


CLASSIFICATION 


General Nature and Importance of Classification.—In the 
making of rates on particular commodities, classification is one 
of the most important steps. Indeed, the Interstate Commerce 
Commission has said that the first step toward the imposition 
of rates for the transportation of merchandise is a classification 
of the articles offered for carriage. Thousands of different 
commodities must be hauled by railways, and these commodi- 
ties differ widely both in the cost which their transportation 
involves and in their ability to pay freight. Altogether, the 
differences are so numerous as to make the naming of uniform 
rates impossible, while to name a different rate for each com- 
modity would be thoroughly impracticable. Accordingly, com- 
modities are grouped by the railways into a workable number of 
classes, and rates are named by classes rather than by individ- 
ual commodities. 

A freight classification is a list and description of com- 
modities moving as freight which assigns those commodities to 
classes, called “ratings,” for the purpose of simplifying the 
making of rates. In addition, it is customary for freight classi- 
fications to prescribe the packing requirements and to lay down 
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rules and regulations governing the transportation of freight. 
A classification contains a list of commodities, a description of 
various forms in which.each commodity is accepted for ship- 
ment, a statement of the class or classes to which each com- 
modity is assigned, the carload minimum weight, and various 
rules and regulations governing packing requirements, the 
responsibility of the carriers for damages, the shipment of 
mixed carloads, etc. 

The accompanying page (Fig. 23) from the Consolidated 
Classification illustrates the way in which classes are treated. 


Classification vs. Tariff.—Railway ‘“‘tariffs” state the rate 
per hundred pounds which any class of goods must pay 
for transportation between any two points. The tariff is the 
document which actually names the rate. The classification 
gives the “rating” for all commodities which are in the classi- 
fied list. It is the basis for the application of the tariff. 
It serves to apportion railway charges among the various 
groups of commodities, reducing the thousands of individual 
items to from 10 to 15 “classes.” 

To look up a rate on a particular commodity which one 
desires to ship from A to B, one must first learn what classi- 
fication governs the shipment—for there are several classifica- 
tions—and then ascertain into what class the given commodity 
falls. Then one can look up the exact rate in the appropriate 
tariff, where there will be listed the charge for hauling goods of 
the given class from A to B or other points. 

It is obvious that rate changes may be effected either in the 
tariff or in the classification rating. It will generally be found 
that to advance a commodity one class, is equivalent to increas- 
ing the rate by from 15% to 25%. This method of changing 
rates has often been used in the past, and the new Consolidated 
Classification, which was adopted in 1920, operated to increase 
rates. A classical instance in which rates were affected by 


Ch. 17] 


FREIGHT CLASSIFICATION 269 
CONSOLIDATED FREIGHT CLASSIFICATION NUMBER 3 
haben! the Ratings, Rules and Regulations of the Official, Southern and Western Classifications 447 


ARTICLES 


WOODENWARE—Continued: 
‘Rowls: 
In barrels, boxes, crates or racks, 
In packarer aained CY eoconee 
packages named, 
24,000 Ibs. Tei fosticHideea| 
oe Dashers: 
In boxes or crates, L. C. L..,.... 
In packages named, C. L., 
wt. 24,000Ibs.. Pron eee 


Clothes Pins: 


Dishes or ‘Plates: : 
In barrels, boxes or crates, L. sa) - 
In packages named, C. L., 
wt. 24,000 lbs., subjecttoRule34, 


Firkins; 
a aoe loose or in packages, 
Nested, Es ‘Note, in bundles or 
crates, L. oa oe WR aeotco ae 
: ree or in 


2: be substituted for te boleh (3)) 
of ite height.” 


Kits; 
Loose or in pees 3 ch of 
Loose or in piers 
wt. 12,000 vip taese 


Measures: 
aor pee, in boxes or crates, 
Nested, Bice or crates, L.C.L. 
Logse or in Roe © C. ki, min. 
wt; 12,000 Ibs., subject to Rule 34 


Pails (Buckets): 
Not nested: = & %. 
Loose or in packages, 
Loose or in packages, C 


min. wt. .12,000 lbs., subjed : 


» to Rule 34, see Note’ 
Nested, see Note 2: 
In bundles or cratesy L. C. L. . 

y or in packages, C. L,, 
min. wt. 18,000 Ibs., subject 
to Rule 34, see Note ) eae 

Not nested and Pehig ak loose -or, 
in packages, C. L., min. wt. 
18,000 lbs., subject. to Rule 34, 
see Note 1. 


ceed one cover for each pail. 

Notes Rule will govern, except 
words ‘‘one-half rey of its hei Ai 
may be substitute for “‘one-thi: 

(4) of its height,” 


meee 1Ratings will include not to} 


14 


15 


ARTICLES 


WOODENWARE—Continued: 


Tubs, Butter, Fish or Lard: 
Not nested, loose or in packers 
PAO cnp coca ti sue 
Nested, see Bete; in bundles or 
; crates, LeCih. catieteeraabat 
Loose or in Decca C. L., min. 
wt. 16,000 lbs., subject-to Rule34 
Note—Rule 21 will govern, except the 
words ‘One-half (4) of its height’’ 
may be substituted for ‘‘One-third($) 
of its height.” 


16|“ Bowls; Churn Dashers; Clothes 


Pins; Dishes; Plates; Firkins; 
Kits; Measures; Toothpicks; 
Pails (Buckets), without covers 
or with not to exceed one cover 

>with each pail; Butter Tubs, 
Fish Tubs or Lard Tubs, loose 
or in packages as provided for] 
straight carload shipments, mixed) 
L., min. wt. 15,000 ae subject 
toRule 34075... 0308s. 6% 


17|Woods, Turned, N.O.1.B.N.: 


In bags or bundles, L. C. L. . 

In barrels with cloth tops, L. C.L.. 

In boxes, L. C. L 

In packages named, C. L., min. wt. 
BO; 000 Toaiga-rrsero\aeirisieisiaietticoues: 


18|WOOL: 
19] Iron or steel: 


In bales or boxes, L,C. L... ... 
In packages named, C. L., min. 
ze a 000 Ibs.,. pubiert™ to 
Mines (hock or Slag Wool): 
In bags, barrels or boxes, L. C. L. 
In packages named, C. L., min. wt. 
20,000 Ibs., subject to Rule 34.. 
Wool, N.O.L.B.N., including 
Alpaca Hair; Camel’s Hair or 
‘Wool or Mohair (Angora Goat 
Hair) > 
In the grease, unwashed or 
washed, not scoured: 
In bags or in bales not machine 
pressed, L. C. L, 
In machine pressed bales,L. c. L. 
In Lemarrae named, C. te min, 
16,000 Ibs., subject to 


RATINGS . 


(Offic-/ South|West: 
ial | ern | ern 


Rule bo ee ne es tae ; 


In Peckaaas named, C. L., min. 
24,000 he BS subject ” to 
Rule pV ey aah Meciiaes mvt 
Scoured: -~ 
In bags or in bales not’ machine 
‘pressed, L. C. L, 
In machine pressed bales, LC.L. 
In packages named, C. L., min. 
wt. 10,000 Ibs.,- subject to 
Ruleg4 Pee hohe asc. 
(Ratings published in compliance! 
-with order of Interstate Commerce| 
Commission in Case 11424, Novem- 
ber 3, 1921.) 


Fig. 23.—Sample Page from Consolidated Freight Classification 
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change in classification came before the Commission in 1920. 
Prior to 1916 cotton piece goods from the North Atlantic ports, 
moved to St. Louis and Memphis under the Official Classifica- 
tion, which rated them at 15% less than 2nd class. On January 
I, 1916, however, the rates to Memphis were made subject to 
Southern Classification, under which cotton piece goods were 
rated 4th class. This change reduced the rate from Boston to 
Memphis from 72 cents per hundred pounds to 50 cents, while 
. the rate to St. Louis remained 67.9 cents. 


Bases of Classification—In general, it may be said that 
the same factors which determine particular freight rates also 
are the bases of classification. The immediate and practically 
important factors in classification come under one or the 
other of the following heads: cost, value of commodity, com- 
petition. This is apparent from the list of points which must 
be covered in an application for change of classification, which 
list brings out so clearly the detailed factors which are con- 
sidered by the traffic department of a railway that it deserves 
careful attention. 


List or Data Usep sy RaILways IN CLASSIFYING FREIGHT 


. The uses to which the commodity is put. 

. The material of which the commodity is made. 

. The way in which the commodity is packed. 

. Carload or less-than-carload shipment. 

. Dimensions and weight of the article or package. 

. Weight per cubic foot. 

. Value, and especially value per cubic foot. 

. Weight that can be loaded in a standard car. 

. If shipped in carloads, the number of carloads per annum. 
. If shipped in mixed carloads, the articles with which mixed. 
. Where produced. 


CO MON AND W DN 


= 
a) 


Each one of these points has distinct importance. The first 
point advises the railway whether the article is raw material or 
a finished product and throws light on its value and ability to 
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pay. In a certain classification case,! the rating of a certain 
make of scales hung upon the question as to whether these 
scales were used for ordinary commercial weighing or for 
laboratory purposes. Scales suitable for laboratory use were 
_ rated double 1st class, while those used for commercial weigh- 
ing were only rated 2nd class. In this case the use is merely an 
index of the value per cubic foot of the shipments. 

The material of which a thing is made will indicate the 
risk of breakage or the need of protective service, to say noth- 
ing of the light it throws on the bulk and value of the product. 

So it goes down the whole list; each item will, after a 
moment’s consideration, appear to have a direct bearing on the 
rate. : 


Importance of Weight per Cubic Foot.—Especially impor- 
tant, however, is the value per cubic foot. This factor was 
mentioned in the foregoing scale case, and receives as much 
attention in classification matters as any other one factor. For 
example, one case involved the classification of cast steel vehicle 
wheels, the rating on which was higher than that applicable to 
wooden motor truck wheels; but the Commission decided that 
the difference was reasonable, chiefly because the average value 
per cubic foot of the cast steel wheels was greater than that of 
the wooden wheels, while the weight per cubic foot was less.” 
The importance of “specific value” in making rates has been 
discussed in the chapters on Principles of Rate Making 
(pages 213-215). 

With regard to the statement concerning the point where 
the commodity is produced, the carriers are probably interested 
for the reason that this information tells them something as to 
the amount of competition that will apply, and the probable 


average length of haul. 


11.C.C. No. 10685, decided September 29, 1920. 
27.C.C. No. 10538, decided September 17, 1920. 
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Illustration of Classification Problem.—A recent classifica- 
tion case may be examined somewhat in detail for the purpose 
of illustrating the various points that are given practical con- 
sideration. The Leigh Banana Case Company complained to 
the Interstate Commerce Commission concerning the classifi- 
cation of its product, asking a lower rating in Southern terri- 
tory. It also requested the same classification for bananas 
shipped in its containers as that given to bananas shipped in 
other containers. 

It appears that at first there had been no special rating on 
banana carriers, but that this product took the same rating as 
crates, which was 6th class with a carload minimum of 15,000 
pounds. Then the railways raised the rating on banana carriers 
to 3rd class but made the more liberal carload weight require- 
ment of 10,000 pounds. Upon complaint the Inspection 
Bureau of the carriers put banana cases down into Class A, 
which is lower than the numbered classes, restoring, however, 
the 15,000 pounds minimum carload weight. Next the South- 
ern Classification Committee acted on the matter, ruling that 
banana carriers should be rated 3rd class. Complaint was made 
of this ruling, and the Interstate Commerce Commission re- 
duced the rating again to 6th class, this time putting in a 12,- 
000-pound minimum carload. Later the Commission raised the 
rating to 5th class, with a 10,000-pound minimum; and finally 
in preparing a revision of the classification, the Southern 
representatives raised banana carriers to 3rd class, which was 
the rating that applied in the territory north of the Ohio River. 
It was at this juncture that the company complained to the 
Commission asking that its product be reduced to 5th class. 

The Commission denied the company’s application, and its 
reasoning well illustrates the factors that govern such cases. 
In the Commission’s report, the arguments pro and con are 
summed up as follows: On the one hand, the complainant’s 
argument is based on the earnings per carload and per ton-mile 
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arising from the transportation of banana carriers as compared 
with the earnings on fruit and vegetable hampers, which were 
rated Class A. The company claimed that the earnings at 3rd 
- class were much greater than the earnings on the other hampers, 
and insisted that their product should have a rating which 
would give earnings similar to those secured from fruit and 
vegetable crates. 

On the other hand, the defendant carriers argued that the 
Class A rating on fruit and vegetable hampers was a specially 
low rating made to encourage the movement of agricultural 
products, and that it could not serve as a precedent. Again, 
they compared banana hampers with other similar products, 
such as berry baskets, veneer bushel baskets, and cheese boxes, 
~ all of which moved under 2nd or 3rd class ratings, with mini- 
mum carload weights of from 10,000 to 12,000 pounds. 
Finally, they reasoned that the weight per cubic foot of the 
banana hamper, which was 5 pounds, indicated a class higher 
than that asked for by the company. Banana hampers only 
average from 3.4 to 3.8 pounds per cubic foot, while articles 
which moved under Class A rating averaged from 4.8 to 14.3 
pounds per cubic foot. 


Factors Considered by the Commission.—The Commission 
upheld the contention of the carriers and summed up the argu- 
ments which had convinced it as follows. First, various factors 
affecting cost indicated the higher classification. In the case of 
banana hampers the average weight of the article was greater 
and the average weight per cubic foot was less than that of 
fruit and vegetable hampers. The number that could be 
packed in a standard box car was only 1,950 as compared with 
4,500 ordinary hampers, and the weight of the load was only 
9,750 pounds as against 13,500 pounds. Again, it was decided 
that although banana hampers resemble fruit and vegetable 
hampers, “the circumstances and conditions surrounding the 
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transportation of the two commodities” must be considered, 
and such a consideration showed that the lack of competition 
in the shipment of the banana hampers made a lower rating 
unnecessary. Also the low minimum weight of 10,000 pounds 
per carload was a consideration which favored the complaining 
shipper of banana hampers. 

The company also asked that less-than-carload shipments 
of bananas in its carriers should be reduced from 1% times 
Ist class to Ist class. This request the Commission also denied 
on the ground that the company’s carrier was covered with a 
paper or cloth top, while the regular carriers had wooden tops. 
This difference affected the railway’s cost in four ways: more 
care was required in handling, the risk of damage was greater, 
theft was made easier, and heavy loading was less possible on 
account of the impracticability of putting the hampers into the 
cars in tiers or loading other freight on top of them. 

Thus this case brings out clearly a number of important 
considerations affecting classification, particularly on the cost 
side, and shows how closely classification is related to the 
minimum carload weight set by the carriers. The way in 
which competition affects classification is also indicated. The 
history of the case is an interesting illustration of how classi- 
fication ratings can be shifted and by their fluctuations affect 
competitive conditions. 


The Value Factor.—While cost appears to have been the 
chief factor in the foregoing case the value of the product was 
also considered ; and it is probable that on the whole, the value 
of the article or the value per cubic foot has generally been 
the chief factor in classification. For example, the commodi- 
ties which are rated 1st class or higher, are dry goods, shoes, 
aeroplanes, etc., while the low-class articles include cement, 
leather, pig iron, etc. The wide difference in the classes as- 
signed to these groups of commodities is chiefly due to the 
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difference in their specific value, which finds expression in the 
differences in their ability to pay. 


The Cost Factor.—But almost equally important is the cost 
of transportation as it is affected by the way commodities are 
packed and the quantities in which they are shipped. This 
is well illustrated by the item, reclining chairs. Reclining 
chairs “‘set up” are rated double Ist class in all sections of 
the country; reclining chairs, with backs detached, are rated 
Ist class in all sections; reclining chairs, ‘““K.D.” (that is, 
“knocked down,” or taken apart) are rated Ist class in two 
sections and 2nd class in another. 

These ratings are all on a less-than-carload basis. The 
~ way in which the quantity shipped affects the classification is 
illustrated by the ratings on wool. Wool, in bags or bales, 
shipped in carload lots, ranges from 2nd to 4th class in the 
different sections of the country, while, with the same packing, 
wool shipped in less-than-carload lots ranges from Ist to and 
class. 


Necessity for Different Classifications—The preceding ref- 
erence to different ratings given in different sections of the 
country suggests the fact that the same item is differently 
regarded under different circumstances. It is a fact that not 
only do commodities differ in value and in cost of transporta- 
tion, but these differences vary widely in different sections 
of the country. A commodity may be the chief product of 
one section and move in large volume over the carriers which 
serve that section, while in another part of the country it may 
be of minor importance. Here it may be the chief item of 
traffic, and there merely a means of enabling the railways to 
overcome an empty back haul. 

Cotton, being a sectional product, well illustrates the point. 
This commodity. in compressed bales, is rated 4th class in the 
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territory north of the Ohio River and east of the Mississippi; 
tst class in the South; and 2nd class in the West. Apparently, 
the reasons for these differences are that in the Northeast the — 
cotton is a raw material which the railways are willing to 
give a low rating in order to help the manufacturers, while 
in the South it is a relatively important item of traffic upon 
which the carriers must largely depend for revenue. In the 
West it has neither one of these interests, and accordingly 
the rating falls between those in the other two sections. 

Cotton piece goods also illustrate the difference in classifica- 
tion. In.the South, in order to encourage the growing man- 
ufactures by enabling them to reach the market, cotton piece 
goods are only rated 4th class; while in the West, where 
there are no mills, this product is regarded as “dry goods” 
and is rated Ist class. In the Northeast, cotton piece goods 
fall between 2nd and 3rd class. 


The Classification Territories—Accordingly, we find a 
number of different classifications in existence which have 
arisen out of the varying needs and industrial conditions in 
different parts of the country. There are three great classi- 
fication territories within which lie numerous state classifica- 
tions. Also, many exceptions are made in what are called 
“exception sheets.” These sheets are issued by individual 
carriers or groups of carriers, to meet the differences in traffic 
conditions which affect particular commodities within a classi- 
fication territory and remove such commodities from the ap- 
plication of the general classification rules otherwise applying. 
throughout the territory. 

The three great classification territories are the Official, 
the Southern, and the Western. (See Fig. 27, page 329.) 
“Official Classification Territory” includes all of the region 
lying north of the Ohio River and of a line from Norfolk 
west across Virginia, and east of the Mississippi River and 


{ 
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Lake Michigan. It thus excludes Wisconsin, Minnesota, 
northern Michican, and a portion of northwestern Illinois lying 
west of a line from east St. Louis to Chicago. The “Official 


~ Classification Committee,’ with headquarters in New York, is 


the body which makes the ratings in this territory, but it is to 
be noted that this Committee has recommendatory powers only, 
and its action must be approved by the member carriers. 

Southern Classification Territory lies south of the Ohio 
River and the Virginia Cities and east of the Mississippi. The 
Southern Classification Committee, with headquarters in 
Atlanta, makes the ratings in this territory. This Committee 
also submits its recommendations to member lines for Happneras 
or disapproval. 

The Western Classification Territory includes all of the 
country west of the Mississippi River, together with northern 
Michigan, Wisconsin, northwestern Illinois, and Minnesota. 
In this territory the Western Classification Committee, with 
headquarters in Chicago, handles classification matters and is 
empowered to act for member carriers. 


Classification of Inter-Territorial Shipments.—The natural 
question which arises in one’s mind is what classification ap- 
plies when a shipment moves from one territory into another? 
Naturally, a shipment which originates and terminates within 
a single territory, is governed by the ratings of that territory; 
but when it passes out of one territory into another, there is 
no general rule by which one can know the governing classi- 
fication. The matter is determined when the rate is estab- 
lished, and can only be ascertained by consulting the tariff 
in each case. The governing classification may be that which 
applies in the territory in which the shipment originates, or it 
may be that of the destination territory. For example, a 
shipment from Rochester, N. Y., to Atlanta, Ga., will be 
governed by the Southern Classification; and one from the 
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same point to Dallas, Tex., by the Western Classification ; while 
shipments from southeastern points to Trunk Line territory 
will move under the Southern Classification. On shipments 
from New York to Memphis and New Orleans the Official 
Classification will apply. 

Of course, this problem arises almost entirely with refer- 
ence to “joint through rates,’ which are quoted as a unit and 
therefore can hardly be subject to more than one classification. 
In the case of “combination rates,’ which are made up by 
taking the sum of the local rates, the separate factors are 
generally governed by the respective classifications in force 
within the territory through which the shipment moves. 


Analysis of the Chief Classification—1. Official Classifica- 
tion—The Official Classification appears to contain only 6 
numbered classes, but in reality there are 8 main classes, for 
there are other classes, one of which is known as “Rule 25” and 
another as “Rule 26.” The former means a rating of 15% 
under 2nd class but not less than 3rd class, and the latter a 
rating of 20% under 3rd class but not less than 4th. In 
addition, several “‘elite” classes may be distinguished, these 
being multiples of 1st class. Thus some goods may be rated 
1% times Ist class, others double rst class, and still others 
4 times Ist class. When all is said, therefore, it seems that 
there are in reality a total of 14 classes distinguished by the 
Official Classification. 

Moreover, the spread between the classes is not uniform 
throughout Official Classification Territory, the ratio of Ist 
class to 2nd, 2nd to 3rd, etc., being different in different 
sections. One of the most important scales for determining 
the spread between classes is the so-called “Disque Scale” 
which was first applied in the middlewestern states in Central 
Freight Association Territory. The spread between the several 
classes under the Disque Scale is shown in the following table: 
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This may be compared with the spread between classes which 
is used in the Chicago—New York rate structure: 


In the Chicago—New York scale the 2nd, R-25, 5th, and 
6th classes are relatively higher with reference to Ist class 
than in the Disque Scale, and the total spread between Ist 
and 6th class is less. 


2. Southern Classification—The Southern Classification as 
it now exists provides 6 numbered classes and 5 lettered classes 
~—11 in all. A few of the various scales which have been in 


force under the Southern Classification will give some idea 
of what this statement means. 


New York-—Atlanta........... roo | 86.| 76 | 64 | 52 |] 43 | 35 | 42 | 35 | 32 
Chicago—Jackson, Miss....... Too | 84°'|-71 | 60 | 49 | 4% | 35° 42 | 34 | 30 
Louisville-Atlanta............ too | 86 | 76 | 63 | 52 | 43 | 30] 35 | 27 | 24 


In this territory the old rate structure has been regarded 
as unsatisfactory on account of new industrial conditions 
which have arisen. As the Interstate Commerce Commission 
has said, ‘“Many of the present ratings in the Southern Class- 
ification were established under the stress of conditions that 


280 RAILWAY RATES IN PRACTICE. [Pt. IV 


do not obtain now in a measure that they once did. In many 
cases the Southern lines are hauling L.C.L. traffic at what 
may reasonably be said to be C.L. ratings, while for C.L. 
traffic many of the any-quantity ratings are too high.”? In 
the South it has been common to make few carload ratings— 
that is, to make few reductions in classification on account of 
carload shipments—but instead to make the rating applicable 
to “any quantity.” Thus, often no distinction is made between 
carload and less-than-carload shipments, with the result that, 
under the Southern Classification, carload shipments receive 
higher rates than in other territories, while at the same time 
less-than-carload shipments are often relatively low. Ap- 
parently, this situation is due to the relatively small develop- 
ment of large manufacturing and distributing businesses which 
would most profit by relatively low rates on carload shipments. 

This condition is to be remembered when the relatively 
low ratings on many commodities in the South are considered. 


3. Western Classification—In the Western Classification 
there are 10 classes, composed of 5 numbered classes and 5 
lettered classes. In addition, there are 6 elite classes, ranging 
from 1% times Ist class up to 4 times Ist class. Various 
scales governing the percentage of spread between the classes 
have been prescribed by the Interstate Commerce Commission, 
as, for example, the following: 


Chicago-Springfield, Mo 


Chicago—Omaha 


Chicago-St. Paul 


® Consolidated Classification Case, 1.C.C., No. 10204, page 7. 
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_ Comparison of Spreads between Classes.—A comparison 
of the percentage spread between classes found in typical 
scales representing the major classification territories, will 
show that on the whole the relation between classes is similar 
in the scales found in Official Classification Territory and in 
Southern Classification Territory, the chief difference being in 
the lower classes. The scales in both the South and West 
provide for a greater spread between Ist class and the lowest 
classes, this apparently being to encourage the movement of 
low-grade traffic in those sections. It is also notable that the 
Western scales drop more rapidly from Ist class to the lower 
group of classes, 2nd class generally being in the neighbor- 
hood of 25% lower than ist class, and 3rd, 4th, and sth 
classes declining rapidly in comparison with Ist class. But 
beginning with the lettered classes, the Western Classification 
scales show that Class A in those scales is higher than 5th 
class. 


State Classifications——At least nine states have their own 
classifications, such states all lying in the South or West. 
Among them are: Alabama, Florida, Georgia, Mississippi, 
North Carolina, Virginia, Illinois, Iowa, and Nebraska. These 
classifications were all designed to meet local conditions and 
often provide many low ratings which are in reality special 
commodity rates made with the idea of favoring local in- 
terests, either by providing low rates on raw materials they 
require (such as fertilizer), or by giving them cheaper trans- 
portation for their products (such as cottonseed). There iS 
little or no justification for these different classifications which 
are made to apply on the same kind of traffic under the same 
conditions, except that in one case the shipment is intrastate 
and in the other interstate. It is confusing, to say the least, 
and appreciably increases the expenses of the railways. The 
Consolidated Classification Committee proposed to raise the 
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lower ratings of the state classifications in order to reduce 
them to a smaller number of classes, but the Interstate Com- 
merce Commission has favored the principle of commodity 
rates as the best means of enabling the states to make special 
reductions; that is, the Commission would have such reduced 
rates taken out of the classified list entirely and have them 
made as special “commodity rates.” The tendency now is to 
have the states adopt the Consolidated Classification rules and 
items, and the Illinois classification has already been revised in 
this way. 


Uniformity in Classification—The Consolidated Classifica- 
tion.—In the early days of railroading each railway had its 
own individual classification. With the growth of through 
traffic, however, such a multiplicity of differing classifications 
became impossible. With a given article rated as Ist class 
on one railway and the 4th class on another, with ratings 
and scales subject to as many changes as there were carriers, 
it was obviously difficult for the shipper or purchaser to know 
what his rate would be or what advantage his competitor 
might be receiving. Back in 1883, in the Wabash case, it 
was said: 


A shipper desiring to determine freight rates over that 
road would be compelled to consult a classification for the 
Middle and Western States in 6 classes; one for the Southern 
Railway and Steamship Association Territory in 18 classes; 
one for the Mississippi Valley business in 5 classes; one 
known as the revised Western in 9 classes; the Trunk Line 
east in 13 classes, and the Trunk Line west in 5 classes; a 
classification for Texas points in 8 classes and two for the 
Pacific Coast, according to direction, in 8 and 9 classes 
respectively. 


This difficulty increased as the volume of long-distance, 
through traffic grew, while at the same time the growth of rail- 


f 
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way systems encouraged greater uniformity. About 1890, 
therefore, the three great classification territories began to take 
their present form. 

Recently—in 1919—the Consolidated Classification has 


- marked a further step in the direction of uniformity. It gives 


uniformity in rules and regulations, in commodity descrip- 
tions, and also, to a great extent, in the important minimum 
carload provisions. To some extent, even, it marks progress 
towards greater uniformity in the ratings themselves, but in a 
majority of cases the old differences between the Official, South- 
ern, and Western Classifications remain as before. The Con- 
solidated Classification merely combines in one volume the three 
main classifications, and shows the ratings for the three in 
parallel columns (see Fig. 23, page 269), while the classifi- 
cation for each of the territories is filed by a separate agent 
with the Interstate Commerce Commission. Incidentally, the 
Consolidated Classification has added many new items to 
those previously classified, some of which represent new articles 
of commerce while others are the result of making specific 
provision for articles which formerly were covered only by 
some indefinite general provision, or by analogy. 

The Interstate Commerce Commission approved the Con- 
solidated Classification, except that it suggested certain changes 
in the ratings. 

As already observed, the general effect of the Consolidated 
Classification was to increase rates—especially in Official and 
Southern Territories—by raising somewhat the ratings in the 
lower classes, although this effect is incidental, the main pur- 
pose being to secure greater uniformity. In the South many 
articles had been rated much lower * than they were in Official 
and Western Territories, and naturally a move in the direction 


4In view of the higher rates in the tariffs and the fewness of carload ratings, 
this fact did not necessarily favor southern shippers, 
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of uniformity meant many advances in that section. Over 
2,500 increases in classification were proposed in the South as 
against 898 reductions. 


The Commission on Uniform Classification.— With general 
reference to uniformity in classification the Interstate Com- 
merce Commission in the Consolidated Classification case said: 


We are now, as formerly, fully convinced that a uniform 
classification, with such exceptions or commodity rates as 
may be necessary in special cases, is practicable and desirable. 
It is an essential part of the general scheme which con- 
templates greater consistency in rate making and elimination 
of discriminations and inequalities. 


This statement is certainly sound. While it is true that 
different industrial and social conditions prevent absolute uni- 
formity in classification, it is also true that many of the 
present differences are unimportant and unreasonable. Not 
a few of the existing inconsistencies are due to minor con- 
siderations, and could be removed without real injury to any- 
one. This is particularly true of less-than-carload ratings, 
which do not have as great industrial importance as the carload 
ratings. In large part the differences in classification among 
the different territories is the result of “mere differences of 
opinion” and of the vagaries in the theorizing of traffic 
officials. Take furniture in less-than-carload shipments 
(L.C.L.), for example. The Official Classification represen- 
tative wanted this item in a single class whether wrapped or 
crated, while the Western Classification man insisted that it be 
rated one or two classes higher when merely wrapped. 


Inconsistencies in Classification—Some of the inconsis- 
tencies and anachronisms are shown in the following instances. 
Rice flour (bulk, bags, or barrels) in carloads is rated 6th 
class in the Official Classification, Class C in the Southern 
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Classification, and 5th class in the Western Classification. 
Banana carriers, old, any quantity, are rated double Ist class 
in the Official Classification and the Southern Classification, 
but 4th class in the Western. Consider also the different 
treatment given to such similar items as dentists’ laboratory 
benches and wooden desks.. The Commission found them to 
be classified as follows, all the ratings being L.C.L.: 

Wrapped in Crated or 


Burlap Boxed 
Dentists’ laboratory benches ........ Official 1% 1% 
Western 1% 1% 
Wooden desks, set up ...........05. Official 1% 1% 
Western 1% I 
Wooden desks, knocked down ....Official 1% 1% 
Western I : 2 


These differences have been partly removed. They serve 
no good purpose and increase the troubles both of the shipper 
and the traffic department of the carriers. 

It is doubtless true that complete uniformity in classifica- 
tion is neither desirable nor to be hoped for under present 
conditions; but it seems clear, in the light of the progress that 
has already been made, that much more remains to be done. To 
some extent uniformity in classification will be accomplished 
only by increasing the number of unclassified or commodity 
rates, and this will be regarded as a doubtful advantage; but 
as the South and West become more highly developed indus- 
trially, it may be anticipated that their classification ratings 
will more nearly approach uniformity. 


COMMODITY RATES 


Definition—A ‘commodity rate” is the opposite of a 
“class rate.” A commodity rate is one which is applicable 
only to an article described in the particular tariff containing 
the rate. It is an exception to the classification. Accordingly, 
a commodity tariff is a schedule which contains only com- 
modity rates. It is a document separate from “class tariffs,” 
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and in quoting a commodity rate a freight agent must look it 
up in a commodity tariff. 


Reason for Commodity Rates——As a general rule, com- 
modity rates are lower than class rates. The reasons for 
making such rates are as follows: 

1. Some commodities move in large volume within a given 
territory and furnish a long haul. This is true of grain, 
lumber, and coal. These commodities may be thought of as 
the wholesale part of the railway business, and they accord-. 
ingly receive wholesale rates. They get special quantity dis- 
counts. 

2. Other commodities are of such low grade that they 
cannot stand any but the very lowest possible rates, and even 
at such rates can only move for relatively short distances. 
This case is illustrated by the building materials, such as brick, 
stone, sand, and lime. These materials furnish heavy loads, 
while at the same time their specific value is very low. Ac- 
cordingly, they differ in their economic significance from the 
first type of commodities. Many railways have local com- 
modity rates made on a mileage basis to cover this type. 

3. Sometimes commodity rates are made as a result of 
competitive conditions, of which several different cases may 
be mentioned : 


(a) A new manufacturer, or group of manufacturers, may 
desire to develop a market and may request an especially 
low rate to enable this. Thus, there is the well-known case 
of the manufacturer of overalls in Atlanta, Ga., who wanted 
to get into the St. Louis market. Overalls are given a 
high rating in the Southern Territory, and in order to pre- 
vent loss of revenue, while at the same time giving the 
manufacturer his opening, the railways put in a special 
commodity rate on overalls from Atlanta to St. Louis. 
This left the class rates undisturbed. 
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(b) Sometimes established manufacturers desire to reach 
out into new markets. Low rates, for example, were made 
from Utah to Chicago to enable the beet sugar refiners to 
compete with the Atlantic seaboard refiners. 

(c) Commodity rates are not infrequently made because 
the railways feel the need of elasticity in rate making. They 
want to adjust rates from time to time according to fluctuat- 
ing conditions, as is notably the case in export and import 
rates. A commodity rate can be changed without affecting 
the whole class structure. 

(d) Water competition has been a factor in forcing low 
commodity rates in some cases. 


Importance of Commodity Rates—A very large part of 
the total traffic of the country moves under these commodity 
rates, it being estimated that such traffic embraces approxi- 
mately 85% of the total tonnage. This well illustrates the im- 
portance of the commodity rate, but it is to be remembered 
that tonnage and income are two different matters, and a much 
smaller percentage of the total revenue of the railways is 
derived from this commodity tonnage. 


Methods of Quoting —Within Central Freight Association 
Territory, commodity rates on at least 75 articles are based 
on a percentage of the class rates in force. Thus such heavy 
chemicals as muriatic acid and ammonia are quoted at 90% 
of 5th class; whiting is 85% of 6th class; and straw board 
is 83% of 6th class. In this same territory, however, many 
low-grade commodities are put on a mileage basis,® such com- 
modities including ashes, brick, cinders, common clay, fuel 
wood, gravel, ice, pulp-wood, sand, sawdust, slag, stone 
(crushed and curbing), and straw. In the New England ter- 
ritory commodity rates are numerous, and are made largely 


5 See pages 319, 345. 
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on a mileage basis. In addition to such articles as those 
already mentioned, we find coal-dust, coal screenings, 
loam, logs, and manure among those receiving commodity 
rates. In Trunk Line territory there appears to be no uniform 
basis for commodity rates, but between Buffalo and the ports 
of New York, Philadelphia, and Baltimore, such rates are 
made with rather close relation to the percentage system which 
governs the class rates (see page 367). Commodity rates in 
the South have little uniformity, being governed by competitive 
conditions. 


Commodity Rates Not Necessarily Lower Than Class 
Rates.—As already noted, it is generally true that commodity 
rates are lower than class rates, but this is not necessarily the 
case. The Interstate Commerce Commission has said in one 
case, “Complainant shows principally that the charges on the 
vegetables named to Chicago would be materially lower if the 
class rates applied instead of the commodity rates named. We 
have held repeatedly that adjustments of this kind are anom- 
alous and require much to justify them.” ® In another case 
involving a commodity rate on packing-house products from 
Iowa to Minneapolis, which was higher than the 5th class 
rate, the Commission said that the situation was not in itself 
conclusive that the rate was unreasonable but held that as the 
5th class rate did not seem too low and as the commodity 
rate was higher than that from other points, it should be 
reduced.” It may be said in general that a heavy burden of 
proof rests on the carrier which would defend a commodity 
rate higher than a class rate. 

A commodity rate once named becomes the only lawful 
rate. Between the points covered in the community tariff,® 

634 L.C.C. 363. 


756 I.C.C. 303 (1920). 


8 By conforming to certain conditions, however, it is possible for a carrier to 
provide for the alternative use of commodity and class rates. 
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it takes the article or the class of traffic concerned out of the 
class rate group. 

Commodity rates must be specific and cannot be applied 
. to articles not specifically named merely on the ground that 
they are analogous. This rule follows from the very nature 
of the commodity rates, such rates being special and ex- 
ceptions to classified group rates. 


Summary.—In this chapter we have defined and described 
freight classifications, and have shown the necessity therefor 
and the part they play in the making of freight rates. The 
bases upon which freight is classified have been analyzed, and 
it appears that the chief of these are: (1) the value of the 
commodity per cubic foot or per carload, and (2) the cost 
of transportation,—especially as this latter is affected by (a) 
the size of the carload, and (b) the method of packing. Com- 
petition also often plays an important part. The great classi- 
fication territories have been analyzed, and some indications 
of the differences which exist among them have been given— 
especially the variation in the spread between classes which 
exists among the various classification scales. It has been 
shown that although much progress has been made, greater 
uniformity in classification is desirable. 

Not all freight rates are found in the classified list. For 
one reason or another the railways make exceptions to their 
classifications and name special rates on individual commodi- 
ties which are known as commodity rates. Commodity rates 
cover something like 85% of the total tonnage moving by 
rail, but, because they are generally considerably lower than 
class rates, do not furnish anything like that percentage of 
the revenue. The chief reasons for granting commodity rates 
are: (1) volume of long-haul traffic, e.g., grain; (2) volume 
of low-grade short-haul traffic, e.g., sand and gravel; (3) 
special competitive conditions. 


CHAPTER XVIII 


CARLOAD PROVISIONS AND THEIR 
SIGNIFICANCE 


importance of Regulations Governing Carloads——The car 
is an important unit in railway operation and statistics, and 
the carload is equally important in traffic and rate matters. A 
freight-car is a unit of transportation capacity, ranging from 
10,000 pounds up to 60,000 pounds and over. It is also a 
unit of investment and its importance from this point of view 
has been mentioned on page 18. For these reasons it is im- 
portant to study the rules made by the carriers concerning 
the use of cars. More than that, however, the car is the part 
of the railway plant with which the shipper is most imme- 
diately concerned, and the rules governing the use of cars 
have an important practical bearing on the traffic problems of 
all manufacturers and merchants. 


Carload vs. Less-than-Carload——There are two cases in 
which the shipper is charged the carload rate. In the first 
place, a shipper may charter a car, regardless of the quantity 
of his shipment, in order to enjoy the exclusive space which 
it contains. This may be done either to avoid damage-or to 
secure expeditious movement. It is common for shipments of 
household furniture to ‘be made in this way. The rule gov-— 
erning such cases as laid down in the Consolidated Classifica- 
tion is as follows: “‘When freight is loaded in a car and 
tendered as a carload shipment, and the car is forwarded with- 
out other freight therein, the shipment will be charged for 
as a carload.” 
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In the second place, the carload rate may be made simply 
because the volume of freight to be shipped is so great in 
quantity as to require one or more cars, the freight being 
tendered on a tonnage basis. The rule in such cases is that 
when freight is loaded in a car by the shipper and is tendered 
by him in a quantity approximately equal to the loading capa- 
city of a car for the average run of freight, certain minimum 
carload weights are specified for each article, and if the 
quantity tendered is equal to the minimum weight, it may 
move as a Ccarload. 


Requirements for Carload Rates.—It is said that the freight 
may move as a Carload because, even though the quantity is 
sufficient to fill a-car, there are certain prerequisites that must 
be fulfilled if the freight is to receive carload treatment. In 
the first place, Rule 14 of the Consolidated Classification 
specifies: “Carload ratings or rates apply only when a carload 
of freight is shipped 


from one station, 

in or on one car, 

in one day, 

by one shipper, for delivery 
to one consignee, 

at one destination. 


Only one bill of lading for one loading point and one freight 
bill shall be issued for such carload shipment.” 

In the second place, certain limitations are made on account 
of size, perishability, and other characteristics of the articles 
shipped. One may regard the reductions in freight charges 
which are generally made for shipments in carload quantities 
as quantity discounts which are given only on the condition 


1 Certain exceptions are made in Rule 24 of the Classification. 
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that shipments are handled in a wholesale way and constitute 
bona fide a single large unit of traffic. 

It is sometimes the practice of groups of merchants, such 
as grocery jobbers, to ship or receive what are known as “pool 
cars,” that is, carload shipments which are to be shared among 
a number of shippers; but such cars must be billed and handled 
as a single shipment. In some cases, too, the carriers allow a 
carload to be stopped at more than one point for the purpose 
of delivering a part of the load at an intermediate point. For 
this privilege, however, an extra charge is made. 


Minimum Weight and Charge; Loading.—It will be noted 
that in the second case—that is, in the case when the carload 
shipment results from tendering freight in sufficient quantity 
to require a car—the determining factor is the minimum car- 
load weight required. If that weight is 30,000 pounds, the 
freight tendered must weigh at least 30,000 pounds in order 
to secure a carload rate. 

There is a minimum charge for carload shipments, which 
is at present $15. No matter what the quantity or character 
of freight, no car will be handled for less than that sum. 
This does not apply to switching charges or to certain heavy 
commodities. 

In all cases the shipper has to load and unload carload 
freight, Rule 27 of the Consolidated Classification providing 
that “Owners are required to load into or on cars . . . and to 
unload from cars . . . freight carried at carload ratings.” 

The tender of freight as a carload lot will determine its 
carload rating. A shipper once loaded at his yard a less-than- 
carload shipment in a car which he had ordered from the rail- 
way. He found that the less-than-carload rate would be lower 
than the carload rate based on the minimum carload weight 
applicable to his commodity, and as he had done the loading 
himself, he claimed that the railway should give him the lower 
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less-than-carload rate. The case went to the Interstate Com- 
merce Commission and that body decided that when a shipper 
tenders to the carrier a shipment as a carload, the carload rate 
-and minimum carload weight must apply even though the less- 
than-carload rate would be lower. If a car is ordered and is 
set on a shipper’s siding and is loaded by the shipper, that 
shipper has received carload service. This will be evidenced 
by the tender of a bill of lading showing the number and ini- 
tial of the car. Thus in differentiating between carload and 
less-than-carload traffic much depends upon the manner of 
tender. 


Rules Covering Less-than-Carload.—‘Less-than-carload”’ 
applies only when shipments are tendered on the basis of 
weight and the determination of less-than-carload shipments 
is covered by the following rule: “When both carload and less- 
than-carload ratings are provided for the same article, the 
term ‘less-than-carload’ covers shipments in quantities less than 
the minimum weight provided for carloads.” The salient facts 
of interest to the shipper are: 


I. The shipper does not have to load less-than-carload 
freight into the car except in those rare cases in which the 
article is so heavy or bulky that the regular station employees 
cannot handle it. Ordinarily, less-than-carload freight is 
delivered to the railway freight house and is loaded by the 


railway. 
2. There is no minimum weight fixed for less-than-carload 


freight. 
3. The minimum charge on less-than-carload freight is 


50 cents. 


Effect on Classification—The difference between carload 
and less-than-carload freight has considerable significance in 
classification, and frequently the same article or commodity 


\ 
’ 
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receives a lower rating when shipped in carload quantities than 
applies on less-than-carload shipments. A few examples taken 
at random from the classification will serve to illustrate this 
fact and also to show the amount of the difference. 


DIFFERENCE IN RATING ON ACCOUNT OF CARLOAD AND LESS-THAN- 
. CARLOAD QUANTITY 


CLASSIFICATION 


Official | Western | Southern 


———— 


Beef extract, in glass or earthenware packed 


in barrels or boxes, L.C. L..| I I I 

s “ C.L., minimum weight, 30,000 lbs. 3 

Mattresses, in bales, wrapped, L.C.L......... 1% I I 

tb C.L., minimum weight, 10,000 Ibs.| 2 2 2 

Zinc plates or sheets in rolls, L.C.L......:.-- 2 2 I 
o ee ce “ C. L., minimum weight, 

36, OOONDSH*, coh ee ae 5 5 5 

Rosin in bulk, in barrels, L.C.L............-- 4 5 4 
Bees so ‘OO C.b.) minim m 

weight, 36,000 lbs...| 6 6 (ce 

Wooden bowls, in racks, L.C.L.........--+-- 3 3 2 
“ “C.L., minimum weight 24,000 

Ibs. (Ralesg4)emtadease cts 5 4 A 

Wool, scoured, in bags, L.C.L...........---- 1% 2 D1 
Y “ C.L., minimum weight 10,000 

Ibs (Rule sa). eee 2 2 2 


NN) $$$ 


In all these cases, when the goods are shipped in carload 
lots, they are put in a lower class than when shipped in less- 
than-carload quantities, the difference in rating ranging from 
one to three classes. It is important to note that in those cases 
in which the difference is greatest, the minimum carload weight 
is high, and in order to get the low rating, it is therefore 
necessary for the shipper to tender a heavy loading, ranging 
from 30,000 to 36,000 pounds. 


Reasons for the Differences between Carload and Less- 
than-Carload Ratings——Carload shipments are generally giver 
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a lower classification than less-than-carload shipments, and this 
is true simply because the former cost the carriers less to move. 
What are the reasons for this fact? 
; To begin with, carload shipments, as we have seen, are 
loaded by the shipper at the point of origin and unloaded by 
the consignee when they arrive at their destination. All the 
railway has to do is to place the car. This greatly reduces 
the railway’s terminal expenses. 

In the second place, carload shipments do not go through 
the carriers’ freight-houses, and consequently do not make such 
great demands upon its storage and handling devices. This 
tends to prevent or relieve congestion. 

In the third place, the average loading of carload freight 
is much heavier than that of less-than-carload freight, with the 
result that the proportion of tare, or dead-weight, is much 
less. One of the most important factors in economical oper- 
ation is the size of the carload (net tons per car), and carload 
freight means relatively large carloads. It is probable that 
the average carload of L.C.L. freight is between 7 and 8 tons 
in weight, while carload freight averages between 35 and 40 
tons. The average net tons of all freight per loaded car 
ranges between 27 and 30 tons, and it is generally recognized 
that the maintenance of a 30-ton average would go far toward 
solving the car shortage problem, as well as materially help to 
reduce operating expense per ton-mile. 

Fourthly, less-than-carload shipments often involve con- 
siderable additional expense in the shape of extra handling 
while en route. The carload freight is loaded into “straight” 
cars which move through without rehandling from a single 
point of origin to a point of destination. It may be quite dif- 
ferent with less-than-carload freight. To begin with, the car 
containing a large number of such shipments often moves a 
short distance to some junction point where the contents have 
to be rehandled and made up into cars for different branches 
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or roads. When an L. C. L. merchandise car containing ship- 
ments for several towns arrives at some town for which a 
shipment is billed, it must be opened and the particular ship- 
ment be taken out. This may involve considerable rehandling 
of the contents of the car. It means delay in train movement, 
and sometimes the car may be set out to be picked up the next 
day and moved on its-way to towns further along the line. 
The way of the “way freight” is often hard. 

Then, also, less-than-carload freight requires more trouble 
and expense per ton in connection with billing and collection. 
This is especially true when such expense and trouble is com- 
pared with the quantity shipped. 

Finally, the loss and damage claims are naturally much 
larger in the case of less-than-carload freight, partly because 
of the greater opportunity for loss and theft which comes from 
the handling and rehandling of the freight by others than the 
consignor and consignee, and partly from the greater fre- 
quency with which the freight must be handled. 

Thus the reasons for making lower charges on carload 
freight are fairly obvious, and no one will deny that some 
considerable difference is justifiable. The only trouble is that 
this difference is too often fixed arbitrarily which makes dis- 
crimination possible. \ 


Effect of Carload Rates on Industry—The spread between 
carload and less-than-carload ratings has important industrial 
consequences, and variations in that spread may be made the 
means of making discriminations among persons and places. 

As a general thing it may be said that low carload rates 
favor large shippers and large purchasers. The manufacturer 
who is buying his materials and supplies in carload lots is in 
a position to undersell a little competitor who must buy in 
smaller quantities if the difference in the rating just referred 
to is a large one. Similarily, the large wholesaler who ‘can 
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stock his warehouse with goods purchased in carload lots has 
an important advantage over the merchant whose business is 
done on a smaller scale. In general, therefore, the growing 
~ tendency to increase the number of carload ratings is an in- 
dication of the increased tendency to large-scale business, and 
the larger number of such ratings in the Official Classification 
than in the Southern Classification indicates the greater de- 
velopment of large-scale industry in the North. 


Local Wholesalers Favored by Carload Rates.—Low car- 
load rates also favor the local wholesaler as compared with 
his distant competitor, even though that competitor may ‘be 
larger. For example, the wholesale grocers of Jacksonville, 
Fla., can purchase flour from northern millers in carload 
quantities and are in no danger of competition from Chicago 
and New York jobbers, who would have to ship flour into the 
Jacksonville territory in less-than-carload lots. Relatively low 
carload ratings have made Chicago the jobbing center of the 
Middle West in place of New York. The eastern jobbers 
have sought to have relatively low less-than-carload rates in 
order that they might ship their goods into the western ter- 
ritory on favorable terms, while the western jobbers have 
stood for low carload ratings. 

An interesting case, which will illustrate how these matters 
affect competition, is that in which the Procter and Gamble 
Company complained to the Interstate Commerce Commission 
against putting in carload ratings to the South on their pro- 
ducts. This company, which is a manufacturing concern, was 
beginning to sell direct to the retail trade, and it accordingly 
wanted freight rates which would be as low on less-than-car- 
load shipments as on the carload shipments made to the 
southern jobbers who were in competition with it. It urged 
that the old “any-quantity”’ rates be restored, its arguments 
being that the retail dealers did not have the storage space or 
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the financial ability to handle soap in carloads, and that they 
would therefore have to pay the higher less-than-carload rates 
from its place in Cincinnati. To this argument the southern 
jobbers replied that by shipping the soap to them in carload 
quantities that product could be distributed among the local 
retailers on a basis which would only involve less-than-carload 
ratings for short local hauls. Naturally, the decision in this 
case was that the establishment of carload ratings was justified. 


The Two-in-One Rule—The question naturally arises, 
What is to be done when a shipment is received which is 
greater than the capacity of a single car but is not sufficient 
to make two full carloads? This situation has given rise to 
a number of rulings by the carriers and by the Interstate Com- 
merce Commission. 

The Commission’s rulings cover the general situation. If 
a carrier is unable to furnish as large a car as that ordered, 
it may furnish two smaller cars to be used on the basis of the 
minimum carload weight for the car that was ordered. Ifa 
car of smaller size than that ordered by the shipper is furn- 
ished, it may be used on the basis of the actual weight when 
the car is loaded to its full visible capacity, and if the car will 
not contain the shipment, the goods may be partly loaded in an- 
other car and the whole be treated as a single shipment, subject 
to the minimum carload provision governing the car that was 
ordered. 

If a carrier for its own convenience supplies a larger car 
than the shipper orders, the car may be used on the basis of 
the minimum carload fixed in the tariffs for the smaller car 
ordered. 

Two cases are provided for in the carrier’s rules.2 The 
freight received may be in excess of any carload.” In this 
case the Classification rules provide that the excess shall take 


2See Consolidated Classification, Rules 24 and 34, Section 3. 
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the carload rate and be charged at that rate for the actual or 
_ authorized weight. This liberal provision, however, only ap- 
plies to articles which have a minimum weight of at least 
~ 30,000 pounds; the first car must be loaded to capacity; and 
the right is reserved to load other freight in the excess car. 

The other case arises when the carrier is unable to furnish 
a car as large as that ordered by the shipper, and instead sup- 
plies two shorter cars. According to the Commission’s ruling, 
in this case—providing the total weight of the shipment is not 
less than the minimum weight for the car that was ordered— 
one of the cars will be loaded to capacity and charged at the 
minimum weight for that car, while the remainder of the 
shipment will be allowed to move at the carload rate applied 
on its actual or estimated weight. 

The act of a carrier in furnishing two smaller cars binds all 
the other carriers who are party to any joint rate, and the con- 
necting carriers must observe the rate, the minimum carload, 
the privileges, and the charges which would have applied if 
the shipment had moved in a car of the size ordered. But the 
shipment may move beyond a point to which the joint rate 
applies, in which case the connecting carrier not a party to that 
rate may charge according to its own tariffs and minimum car- 
load provisions. In this case, the initial carrier which supplies 
the car must bear any additional charges which may be caused 
by its inability to furnish the equipment ordered, and the other 
carriers which were parties to the joint rate may be asked to 
share the responsibility. 


The Minimum Carload.—In all cases when a carload rating 
is given a minimum carload weight is named which is the 
basis of the carload charge; that is, the minimum charge for 
hauling the car will be based on the assumption that its con- 
tents weigh as least as much as the minimum named. The 
importance of the minimum carload provisions of the rules is 
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shown by the fact that they are part of the freight rate, and 
must be filed with the Interstate Commerce Commission and 
publicly posted in the same way as the tariffs are. In connection 
with through rates the carriers must publish a single carload 
minimum weight covering the through movement. 

The minimum carload weight is chiefly determined by three 
factors: (1) the average loading capacity of the car; (2) 
the weight per cubic foot of the commodity; and (3) the pre- 
vailing custom as to size of shipments. The size of equipment 
available in some sections of the country differs from that in 
others, and it will be found that the average capacity of freight- 
cars is considerably greater in the northeastern section than in 
the South. If other things are equal, the minimum carload will 
have to be lower in sections which have smaller cars than in 
those where the cars have a greater average loading capacity. 

Regardless of section, however, the minimum carload 
weight varies with the size of the car, and the carriers have 
worked out a graduated scale of minimum carload weights 
applicable to certain commodities, which is set forth in Rule 
34 of the Consolidated Classification. This scale applies to 
the use of extra large cars for light and bulky articles, and is 
necessary to insure the economical loading of such equipment. 
The general scale is as follows: The minimum for standard 
cars, 36 ft. 6 in. long, or smaller cars, is that specified in the 
Classification, but for larger cars there is a graduated scale of 
greater minimum weights. Thus, when the car furnished is 
39 ft. 6 in. long, and the minimum carload weight specified in 
the Classification for a commodity is 10,000 pounds, the charge 
will be based on not less than 11,200 pounds; and if the article 
is one on which the specified minimum is 15,000 pounds, the 
charge will be based on a weight of not less than 16,800 pounds, 
etc. All of the articles to which this graduated scale applies are 
relatively light and bulky, such as agricultural implements, 
stoves, drain tile, wooden pipe, wool, etc. 
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Carload Minimum Varying with Commodity.—The aver- 
age loading capacity of a car, in tons, in turn depends upon 
the kind of commodity, for commodities differ widely in their 
- specific gravity, or weight per cubic foot. This is the reason 
why such articles as banana hampers have a minimum carload 
weight of only 10,000 pounds, while pig lead is given a mini- 
mum of 36,000 pounds. Naturally, the railways seek a mini- 
mum carload which will insure a paying load, their charges 
being made on the basis of weight. This matter is well illus- 
trated by a case concerning shingles.® 

The Pacific Coast Shippers’ Association complained that 
their charges on certain carload shipments of shingles were 
unreasonable because based on a carload minimum weight of 
- 36,000 pounds east of Duluth, Minn. The Association con- 
tended that it was impossible to load the cars furnished by the 
carriers with 36,000 pounds of shingles, and sought reparations 
for charges in excess of those based on a reasonable require- 
ment. It appears that when loaded to full capacity the cars 
furnished accommodated a load of shingles weighing in the 
neighborhood of only 34,000 pounds. On the record the Com- 
mission decided that the 36,000-pounds minimum was 
unreasonable. 

The other factor affecting minimum carload weights is 
the prevailing condition with regard to the size and volume of 
shipments tendered by manufacturers and merchants. On the 
average, in the East, where there are great factories and large 
jobbing concerns, the shipments will be larger and certainly 
the volume of traffic will be greater than in the South. This 
will necessarily mean that carload shipments are more fre- 
quently called for, and it seems probable that this fact alone 
would explain the tendency on the part of the carriers to enforce 
higher carload minima. 

On the whole, the chief differences in minimum carload 


1.C.C., No. 10540, decided September 28, 1920. 
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weights appear to arise from differences among commodities. 
The reality of the other factors in explaining differences, how- 
ever, is illustrated by the fact that in some cases the minimum 
carload weights for the same commodities vary in the different 
classification territories. For example, wool in grease has a 
minimum weight of 16,000 pounds in Official Classification 
Territory and 24,000 pounds in Western Territory. In the 
Southern Territory there are several cases in which no carload 
weights are named, and consequently there are no minimum 
carload weights.* 


Commission Rulings on Minimum Weight.—What has 
been said with reference to the factors which determine the 
minimum carload is perhaps sufficient to indicate the justifi- 
cation for requiring such a minimum. It may be added, how- 
ever, that the Interstate Commerce Commission has formally 
recognized the reasonableness of the requirement by the 
carriers of a minimum carload weight, subject only to two 
provisions, namely, that when there is such a requirement the 
carload rate must be relatively less than the less-than-carload 
rate (which is generally the case), and second, that the require- 
ment be calculated to induce efficiency in the loading and move- 
ment of freight. ; 


Mixed Carloads and the Mixing Privilege—What has been 
written thus far concerning carloads, less-than-carloads, and 
minimum carload weights, has nearly all been based upon the 
assumption that only one class of freight is put into the car. 
It has been assumed that the cars of C. L. freight are “straight” 
cars, and the minimum carload weight has applied to a single 
- commodity. As a matter of fact, it not infrequently happens 
that a shipper desires to fill a car with different articles, and 
that these articles fall into several different classifications, each 


‘For example, felt clippings, cream of tartar, etc. 
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of which may have a different carload rate and be subject to 
different minimum carload weight provisions. A wholesale 
grocer, for example, may desire to receive in a single car various 
- kinds of canned fruits and vegetables, bottled ketchup, vinegar, 
etc., the mixed shipment to come from a single consignor and 
to be billed to a single consignee. On the other hand, the 
manufacturer, say a meat-packer, may also desire to ship in a 
single carload such various products as fresh meat, cured 
meats, canned pork and beans, and other packing-house pro- 
ducts. In order to make reasonable accommodation for such 
mixed carloads the railways have adopted Rule 10 in the Con- 
solidated Classification. 

The rule governing the mixing privilege now stands as 
follows: In Official Classification Territory, when a number 
of different articles, for each of which carload ratings exist, 
are shipped at one time by one consignor to one consignee and 
destination in a carload, the shipment will be charged for at 
the carload rate which is applicable to the highest classed 
article therein. The minimum carload weight will be the high- 
est provided for any of the articles contained in the mixed 
carload. In Southern and Western Classification Territories 
the provision is similar but differs in one respect, namely, that 
if one of the articles contained in the mixed carload is subject 
to a commodity rate, the minimum carload weight for the 
mixed shipment will be that which is applicable under the said 
commodity rate.® In other words, when the shipment in a 
carload of a mixture of different articles gives rise to the ques- 
tion, “Which one of the different rates and minimum carload 
provisions applying to the several articles shall be taken as the 
basis for determining the charge on the mixture?” the rail- 
ways answer: “We will take the article which bears the high- 
est rate and the one on which there is the highest carload 
minimum weight, and will base our charge on those commodi- 


5 Consolidated Classification, Rule 1o. 
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ties. In the South and West, however, if any one of the com- 
modities in the mixture has been given a special commodity rate, 
we will require that the minimum carload weight applying to 
such commodities shall be the one which applies to the mixed 


” 


car. 


“Specific Mixtures.”—In addition to this general provision, 
groups of carriers in the South and West have in force in their 
tariffs rate provisions concerning “specific mixtures,” that is, 
they have made special carload rate provisions applying to cer- 
tain definite groups of commodities which shippers are specif- 
ically authorized to combine in a carload and ship as a unit. 
These groups of commodities have been generally based on 
some relation existing among the several articles, as in the case 
of packing-house products or agricultural implements, which 
groups include widely different commodities all produced by 
the same company. If such specific mixtures are provided for, 
this fact does not prevent the inclusion of the article specified in 
other mixtures subject to the foregoing rule. Moreover, if 
the carload rate and minimum weight under the foregoing rule 
should result in a lower charge for moving the car than the 
rate provided for a specific mixture, the lower rate would apply. 

The rule governing mixed carloads now in force is similar 
to the old Official Classification rule. Formerly, the Southern 
and Western carriers had no general mixing rule, although they 
provided for certain specific mixtures. The rules were to the 
effect that no two or more articles, each of which had a carload 
rating, should be shipped in mixed carloads at a carload rate 
unless specific provision was made therefor. The new rule has 
thus extended the mixing privilege. As to Official Classifica- 
tion Territory, the only change has been to raise somewhat 
the minimum carload weight.*° The effect in the South and 


6 The old rule had it that the minimum weight on a mixed car should be that 
applying to the article taking the highest rate, which would not necessarily be the one 
taking the highest minimum weight. 
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West has been to increase the possibility of utilizing carload 
provisions to a much greater extent than formerly. 

Another effect of the more uniform extension of the mix- 
- ing privilege will occur with reference to the special carload 
rates which have been made by some states on mixed shipments 
for the purpose of encouraging local business. The Texas 
Commission, for example, has had in force a low rate on mixed 
carloads of such commodities as are sold by general stores and 
small local jobbers, such rates applying from the port of 
Galveston to Texas common points.7| As the steamship lines 
from New York to Galveston also make low rates for such 
mixtures, it has been possible for New York jobbers to compete 
on favorable terms with jobbers in St. Louis and similar 
centers, from which the goods have been shipped under less- 
than-carload ratings. 


Mixing Privilege Opposed by Smaller Jobbers.—Just as 
certain jobbing interests are adversely affected by making car- 
load rates relatively lower than the rates on less-than-carload 
shipments, so certain interests have been opposed to an exten- ° 
sion of the mixing privilege. Especially have strong protests 
been made by many Southern and Western jobbers. These job- 
bers argued that the new rule would give a great advantage to 
the big distributors in Chicago and St. Louis. They said that the 
big central jobbers would be allowed by the rule to ship mixed 
carloads direct to the retailers at a rate which would enable 
them to undersell the small local jobbers. The retailer could 
not buy straight carloads of any single article, but he could 
take a mixed carload made up of the commodities which he 
carried in stock. The local jobber’s transportation charge 
would contain two elements: (1) the carload rate from the 
manufacturer, and (2) the less-than-carload rate to the 
retailer. If the sum of these two elements were greater than 


7 See map, page 329- 
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the mixed carload rate from the big central jobbers to the 
retailer, the local jobber might lose the business. Naturally, 
they urged that the mixing rule would particularly affect high- 
grade “specialties,” which are the most profitable part of a 
jobber’s business and in the marketing of which the big central 
jobber already has the best chance to compete in the local 
market because of the fact that the freight rate is a smaller per- 
centage of the value of the article. 


Freight Forwarders Benefited.—It was also claimed by cer- 
tain business interests that the extension of the mixing privilege 
would increase the business of freight forwarders who operate 
by consolidating small loads for shipment to retailers at a given 
point. This claim was urged with a special reference to the 
Pacific Coast points and to inter-mountain territory, as the 
rates to these points show a specially great spread between 
the carload and less-than-carload ratings. Clearly, the greater 
the difference between carload and less-than-carload ratings the 
more significance there is in allowing shippers to have a carload 
rating on mixed shipments which would otherwise have to move 
on separate less-than-carload rates. 


Commission’s Opinion on Mixed Carloads——The opinion 
of the Interstate Commerce Commission has been favorable to 
the rule adopted by the carriers. The Commission has stated 
that the foregoing arguments and claims are exaggerated, and 
that the alleged evil consequences would not materialize to 
any extent sufficient to outweigh the advantages of the mixing 
privilege. The great advantage would be that the movement 
of freight in carload lots would be increased, which would 
bring all the economies of carload movement (see page 295), 
and especially would relieve congestion at freight-houses. The 
Commission pointed out also that the use of specific mixtures 
breeds discrimination and tends to give advantages to those 
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shippers who are in a position to make use of the partic- 
ular mixtures that are specified. Finally, the Commission 
called attention to the close relation that exists between the 
- mixing privilege and uniformity in classification. We have 
seen that greater uniformity was, and still is, desirable; but 
the existence of different specific mixtures in different territor- 
ies means that general rules concerning ratings are impossible, 
the carload ratings and minimum carload weights being an 
essential part of classification. 

The conclusion must be that the Interstate Commerce Com- 
mission’s position in this matter is sound, and that it is in the 
best interests of the railways and of the country as a whole that 
the shipment of mixed carloads should be extended under 
general provisions which will minimize discrimination. As 
long as the carload can be handled by the railway as a unit, 
there appears to be no sound reason why it should not be given 
similar treatment in rate making, whether it contains one 
kind of commodity or a dozen. 


Summary.—TIn this chapter we have dealt with a group 
of points each of which centers in the carload and consequently 
has an important bearing upon the economy of railway opera- 
tion and the interests of the shipper. The rules governing 
carload and less-than-carload shipments have been stated, 
together with the reasons therefor and the effect upon business 
interests. It is especially important to bear in mind the several 
economies in transportation which attend the shipment of 
goods in carload lots. 

We have seen that in order to insure ee economic utiliza- 
_ tion of car capacity and to secure adequate revenue, the carriers 
have adopted a rather elaborate set of provisions concerning 
minimum carload weights, requiring different minima accord- 
ing to loading capacity of cars, kind of commodity, and pre- 
vailing size and volume of shipments. 
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The progress made by the carriers, with the approval of 
the Interstate Commerce Commission, in extending the mixing 
privilege has been noted, and it has been pointed out that in 
spite of the objection of local jobbing interests, this extension 
is desirable as increasing operating economy and decreasing 
discrimination. 

In conclusion, the close relation between the various car- 
load provisions and the classification of freight should be 
noted. The spread between carload and less-than-carload rates 
is in reality directly connected with classification, as the same 
commodity when shipped in carloads may be given a classi- 
fication rating of from one to three classes lower than when 
shipped in less-than-carload quantities. The mixed carload 
rules are intimately associated with classification matters in 
that the rating of a mixed carload is involved, and under the 
mixing rule the several articles contained in the car are given a 
carload rating which is different from that which they would 
receive when shipped in straight cars. The same may be said 
with reference to their minimum carload weights. The rules 
concerning minimum carload also have an important bearing 
upon the classification of freight, inasmuch as (1) both the * 
classification rating and the minimum carload weight depend 
to an important extent upon the weight per cubic foot of the 
article, and (2) a reduction of the minimum carload required 
may partly or wholly offset an increase in classification. It is 
an advantage to a shipper to be able to receive the benefit of 
a carload rating on a smaller shipment. 


CHAPTER XIX 
FREIGHT TARIFFS AND ROUTING 
FREIGHT TARIFFS 


Definition—A freight tariff is a schedule of rates or 
charges for transportation or other services performed by a 
railway. It generally also includes a statement of rules and 
regulations affecting the relation between rate and service. It 
is in “tariffs” that the shipper finds quoted the amount that 
the railway charges for transportation. They are price lists 
of railway services. 

So numerous and technical are railway freight tariffs that 
it is essential to have thoroughly in mind the meaning of the 
terms used to designate the various kinds. 


Classification of Tariffs—To begin with, tariffs may be 
classified according to the kind of traffic or service to which 
they apply. Thus there are “class tariffs,” giving rates on 
classified articles: 1st class, 2nd class, etc.; “commodity 
tariffs,” giving rates on specific commodities and not on classes 
of commodities; and “special service tariffs,’ as switching 
tariffs, and tariffs governing refrigeration, milling in transit, 
reconsignment, etc. 

Again, tariffs are classified according to the number of 
lines which are involved. in the transportation service. “Local 
tariffs” quote rates which apply between points on a single 
railway line. “Joint tariffs” are those which quote rates be- 
tween points on one line and those on another line. Two or 
more railways participate in making joint tariffs. 
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Then there are “individual tariffs” and “agency tariffs.” 
The former are established and published by a single railway, 
while the latter are published by an agent for a group of rail- 
ways. Most agency tariffs are joint tariffs, but in territories 
where local rates are made on a uniform basis (as on mileage), 
such rates, too, are often published as agency tariffs. Thus 
the distinguishing feature of the agency tariff is that it involves 
the concurrence of a group of carriers. 

Finally, we must note that some tariffs quote “through 
rates,” and that such rates may be made up in various ways. 
A through rate is one which embraces the total freight trans- 
portation charge between origin and destination points. 
Through rates may or may not be in effect between two given 
points. If there is a through rate, it may be local or joint, 
depending upon whether or not more than one road is involved. 

Whether local or joint, through rates may or may not be 
“combination rates.” A combination through rate is made 
by combining two rates published in separate tariffs, as a 
through rate from Chicago to Mobile composed of the sum of 
a local rate from Chicago to Cairo and another local rate from 
Cairo to Mobile. 

Finally, combination rates may or may not be “proportional 
rates,” depending on whether they are made on a combination 
that contains one part which is established only as a basis for 
constructing other rates. Thus, if a rate is made from Boston 
to New York specifically for use as a factor in making rates 
to points beyond New York, it is a proportional rate. The 
only purpose is to use it in making a through combination 
rate, and it is not applicable on traffic which terminates at 
New York. It is merely a basing rate. 


Government Control over Issuance of Tariffs; Interstate 
and Intrastate Tariffs—One of the most impressive facts 
about railway freight tariffs in the United States is the extent 
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to which the shipper is protected by government regulation 
of their form, content, and publication. Tariff circular 18-A 
issued by the Interstate Commerce Commission prescribes 
that tariffs must be printed and be of a certain form and 
size. Important parts must be set in bold type. The title 
page must be in a prescribed form and contain a full des- 
cription of the general nature, territorial application of, 
and authority for, the tariff. There must be a table of con- 

tents, and an index of commodities when commodity rates 
are given. When a tariff contains changes in rates, these 
must be specifically indicated. Directions must be specific 
and when such general terms as “common points’ or 
“grain products” are used, the various points or products 
must be listed. If mileage rates are used, an official list of 
stations and distances must be published. 

Various rules are made to avoid uncertainty and conflict 
in published rates. If a commodity rate is in effect, it is the 
rule that such a rate supercedes the class rate and is the only 
lawful one. The shipper is given opportunity to complain of, 
or to adjust himself to changes by requiring that, except under 
special permission from the Commission, rates cannot be 
changed unless notice has been filed and published for 30 days. 

Of course, tariffs may apply to interstate or intrastate 
traffic; but the former are much more important. If the traffic 
covered by the rate enters more than one state, it becomes 
interstate, and if a rate which is established between two 
points in the same state is used as part of an interstate com- 
bination rate, it becomes subject to interstate control. 

All tariffs which apply to interstate traffic must be filed 
with the Interstate Commerce Commission and must be pub- 
lished, bearing a Commission number. Moreover, all such 
rates, under the law must be posted for public inspection and 
shippers can find on file at any station all rates applicable 
from or at that station. Also, every railway posts at some 
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central station in each state through which it passes all tariffs 
from, to, or via all stations on its line. In addition, each 
carrier must file with the Interstate Commerce Commission 
an index of all tariffs which it publishes or in which it par- 
ticipates (joint rates). 

Interstate rates and intrastate rates may or may not be 
published in the same tariff. In any case they snould not 
be confused. In some states, intrastate tariffs must be filed 
with the state commission before becoming effective, but in 
others the railways have merely to post the rate. 


Looking up or “Checking” a Rate——When a shipper desires 
to ascertain the rate for any commodity between two given 
points, the complete procedure may be as follows: 

1. Ascertain what railway or railways connect the two 
points. The usual source of this information is The Official 
Guide of the Railways and Steam Navigation Lines of the 
United States, Porto Rico, Canada, Mexico, and Cuba. 
Several routes may be open. The choice has to be determined, 
as will be discussed further on in this chapter. Here attention 
is merely called to the desirability of choosing a route which 
involves the use of only a single railway, if that is possible. 

2. Having determined the route, ascertain what tariff or 
tariffs will apply on shipments over that route. To do this 
consult the “Tariff Index Circular” or “List of Freight 
Tariffs” of the initial line—if more than one road is involved 
and the initial line is determined upon. When a joint tariff 
must be used, and if there are several possible initial lines, 
while the destination point is only served by a single line, it 
is well to consult the tariff index of the delivering carrier, 
as it will contain a list of all tariffs to the destination point. 

Tariffs are numbered and may have one or more numbers 
according to where they are filed. Each has the number of 
the individual line or agency which files it, and in addition 
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may have an Interstate Commerce Commission number, a 
state commission number, and a Canadian Railway Commis- 
sion number (e.g., New York, Ontario and Western joint 
-freight tariff No. 103 also bears the numbers I.C.C. No. 8742 
and P.S.C.—Pa.! No. 638). 

3. Now comes the important question, Is there amy com- 
modity rate effective on the article in question? If there is 
one, it will probably be lower than the class rate. The chances 
of finding one are good if the article is one of the heavy low- 
grade type and moves in carload quantities. The tariff index 
of the carrier will contain a section listing tariffs which quote 
nothing but commodity rates. If the article is not covered 
by a special commodity tariff, it may still have a commodity 

rate published in a “class and commodity tariff,” and when 
a tariff contains both class and commodity rates, a list of 
commodities is referred to in the table of contents. 

Commodity rates, when applicable, always take precedence 
over class rates, unless special provision is made for their 
alternative use. 

In some cases, railways issue “exception sheets,” which 
modify the ratings contained in the classification. These ex- 
ceptions to the classification take precedence over the classifi- 
cation proper, and if the tariff refers to one, it must be 
consulted. 

4. Next, obtain a copy of the tariff—commodity tariff, 
class and commodity tariff, or class tariff, as the case may be— 
from the general freight agent or Tariff Bureau of the rail- 
way, and ascertain if the tariff is applicable on your shipment 
in so far as the question of interstate or intrastate movement 
is concerned. This can be inferred from the presence or 
absence of state and federal tariff numbers, or the title page 
may contain some such statement as “applicable on both inter~ 
state and intrastate traffic.” Consult the page dealing with 


1 Public Service Commission of Pennsylvania. 
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“Application and explanation of tariff,” which will be found 
listed in the table of contents. 

s. If the article has no commodity rate, a class tariff must 
govern, and the next step is to determine what class rating 
applies. To do this one consults the Consolidated Classifi- 
cation, unless the shipment is intrastate and there is a state 
classification which governs. In any case the tariff specifies 
the governing classification. In the classification is found not 
only the class number, but the minimum carload and other 
rules and regulations of importance. By changing his pack- 
ing, the shipper may be able to secure a lower rating. 

6. If the points of origin and destination are on different 
roads, a joint rate is involved, and if the shipper desires a 
routing via any particular junction point or delivery by some 
particular connecting line, he should ascertain whether the 
lowest rate is applicable over the desired routing or not. A 
low commodity rate may apply only via some one of several 
possible junction points; and several tariffs may have to be 
consulted if there are several connecting lines which serve the 
desired destination. If a through commodity rate does not 
apply via the desired junction, the shipment must move under 
a through class rate or the lowest combination of local rates. 

7. We are now ready for the last step—the finding of the 
rate itself. Here we must, first, be sure that we have the 
latest issue of, or supplement to, the tariff, and second become 
familiar with the scheme of quoting the rate. As to the 
former point, it is to be remembered that as many as three 
supplements may be in effect and that these may cancel or 
change the original rate or the rules governing its application. 
As to the schemes of quoting rates, there are several and some 
are complicated. The most common ones are as follows: 

(a) Rates are sometimes quoted in cents per 100 pounds, 
or dollars per ton between specified stations or groups of 
stations. Such tariffs are illustrated by the tables in Figs. 
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24a and 24b, the first being a class tariff; the second, a com- 
modity tariff. Thus, if station No. 110 is Bloomsbury, N. J., 
the rate, Ist class, from Weehawken is 74 cents. 


FROM RATES IN CENTS PER 100 POUNDS 
Stations on N. Y.0.]| [To Stations 
and W. Ry. Taking Following CLASSES 
Index Numbers: 
Index STATIONS 
Nos: I{}2/31]41] 5] 6 |/Rule 25|Rule 26 
I3to 18, inc...| 74/63 |523138 |313| 28 534 42 
toand 20......|63 1553/46 |343|28 |24| 47 37 
21 to 190, inc...| 74 |63 |524138 |313| 28 534 42 
13 to |Weehawken....N. J.|J 191 to 278, inc...| 84174 |63 |49 |42 138] 63 504 
48 inc.|/Port Jervis....N. Y.|]279 to 381, inc...| 74]63 |523/38 |313| 28] 534 42 
382 to 405, inc...| 84|]74 |63 |49 |42 | 38 63 504 


406 to 442, inc...| 74 |63 |523138 |313] 28] 5334 42 


Fig. 24a.—A Class Tariff 


N. Y., Ont. & W’n Ry. Joint Freight Tariff No. 103 (4th revision) (I.C.C. 
No. 8742; P.S.C.—Pa. No. 638): Class rates applying from stations on the N. Y., 
Ont. & W’n Ry. and Unadilla Valley Ry. to stations on the Central R. R. of N. J., 
Del. Lack. & W’n, etc. 


GEOGRAPHICAL LIsT OF STATIONS ON NEW YoRK CENTRAL 
RAILROAD Co. TO WHICH RATES APPLY AND RATES 
(From Pa. mines on N. Y., Ont. & W’n Ry.) 


RATES PER 2,240 LBS, 


8 ~ 4 3 
» 
pages STATIONS 8 | gs aga 
. e 
2 | a%3 | Pea! yo8 
3 odo mo 
9 H.N'G oo g 
ma |AaM Aaa 
Hudson Division 
Main Line 

352 | 130th Street..... miereicte sre N. Y. 
353 | Ft. Washington....,.... N. Yj¢1 $3.02 | $3.78] $3.50 

S540 inwoOod) . ies: ait,.<'e ics s) s1ev0,« Ni Y.. 


Fig. 24b—A Commodity Tariff 


N. Y., Ont., & W’n Ry. Joint and Proportional Freight Tariff No. B. 377 (I.C.C. 
‘No. 8597, C. R. C. No. 711) applying on Anthracite Coal and Briquettes in car- 
loads, 


(b) Instead of showing rates in connection with the list 
of stations, “rate reference numbers” may be shown and a 


separate table of rates be presented. Thus the exhibits in 
Figs. 25a and 25b show that the rate from New Rochelle, 
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N. Y., to Bridgeport, Conn., (rate reference No. 8) was. 51 
cents per 100 pounds, Ist class. 

(c) Sometimes rates are quoted on a mileage scale basis. 
It is then necessary to consult a table of freight distances to 
determine the amount of the rate between any two stations. 
Such tables are published by the carriers, and the Official Gude 
is often used. Thus according to the table shown in Fig. 26, 
the rate on common building brick between any two stations 
involving a haul of not less than 20 miles nor more than 25 
miles would be 6 cents per 100 pounds, The exception referred 
to is a provision that the rate to New York lighterage points 
is made by adding an arbitrary of 3 cents to the mileage rate 
to Harlem River, N. Y. 


General Comment on Use of Tariffs——As the author has 
elsewhere written, “Contrary to the common belief it is gen- 
erally not difficult to look up a rate when the route is not 
in question. Indexes may be found in the front of the tariff 
which list the stations from and to which rates are quoted. 
To ascertain the rate the shipper merely finds the station from 
which rates are desired in an alphabetical list of stations, and 
then refers tO the alphabetical index of stations to which 
rates apply. An index number is often prefixed to the latter 
point which enables one to turn to the page on which is given 
the rate or a reference number to a table of rates. A little 
study on the part of an intelligent person will enable him to 
look up a rate in a short time. The real difficulty in looking 
up railway rates arises from the fact that tariffs are con- 
stantly being issued and cancelled so that the shipper who is 
not an expert is uncertain as to whether he has all the tariffs 
which may apply. Some through rate may exist of which he 
does not know, or there may be a choice of routes of which 
he is not advised. It is therefore generally the part of wisdom 
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, Joint, and Proportional Commodity Tariff (I. C. C. 
ye and to stations on the N. Y., N. H. & Hart. R. R., Cent. New England Ry., N. 


Fig. 26.—A Mileage Scale Tariff of Commodity Rates 
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for a shipper to consult an expert traffic man in such matters.” 

For those who desire the easiest possible way to ascertain 
approximate rates, various unofficial concerns have prepared 
“freight rate guides,” the best known of which is Hartman’s 
Western Freight Rates. These enable one readily to look up 
freight rates between the chief points. Another convenient 
aid is found in the ‘Rate Bases and Billing Instructions” 
issued by agents for various fast freight lines. These give 
terminal and special service tariffs, lists of stations on con- 
necting lines, and rate bases for such points, and many rules 
and regulations concerning routing and shipping freight. 

It is impossible to learn all about how to use tariffs from 
reading about them in a book. Much experience with traffic 
and rate matters is required to make the expert “rate man.” 
This chapter, however, together with those on Classification 
and Rate Territories, will furnish a foundation and a 
knowledge of terminology of practical value. 


THE ROUTING OF FREIGHT 


Importance of Routing.—The matter of routing freight, 
which is often of great importance to the shipper, is closely 
connected with tariffs. When there is only one line of trans- 
portation between the two points involved, there is no problem 
of routing; but such is not generally the case. Not infre- 
quently between large centers there may be at least a dozen 
different routes, including rail, rail-and-water, and water 
routes. Not only may it be possible to ship by six or eight 
different railway lines, but several of the railways may each 
be able to handle the shipment by two or more different routes, 
no two of which may be exactly the same in the time required, 
and some of which may involve a greater charge than others, 
either in the shape of a higher rate or additional charges for 
terminal services, etc. 


2 Haney, Railway Traffic and Rates (Philadelphia, 1921.) 
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_ Chief Factors in Routing—lIn brief outline, the chief 
factors which have to be considered in choosing the route are 
as follows: 

1. The rate. Routing is often determined by the fact that 
a lower rate is secured over one route than another. Often 
there is a possibility of shipping by some combination of rail 
and water at a saving in the freight charges. By one route 
there may be a through rate which is lower than the combina- 
tion of local rates which would apply on other routes. Between 
Chicago and New York there are “standard” lines and “dif- 
ferential” lines, the latter offering lower rates. From the 
New York rate group in Trunk Line Association Territory it 
has been the case that freight routed over the Ulster and 
Delaware Railway via Kingston, N. Y., would take the New 
York rate plus an arbitrary, while if the freight were routed 
by Oneonta, N. Y., it would take the Albany rate plus an 
arbitrary. 

2. Time required for delivery. In many cases the shipment 
must go through as quickly as possible, and it may then be 
desirable to ship over the route which insures the quickest 
- delivery, even though the rate is higher. This often prevents 
the use of rail-water routes, and the more circuitous all-rail 
ones or those which involve transfers. 

3. Location of terminals. ‘The freight station or the team 
track of one railway may be nearer to the consignee than those 
of several others which might be used, and in this case the 
convenience for inspecting the shipment on arrival and the 
cartage charges may be a decisive factor. 

4. Damage to shipment. Some routes involve so much 
switching or transfer that their use increases the likelihood 
that freight will be damaged in transit. It may be that the 
carrier in question does not have so good a reputation for care- 
ful handling of freight. Especially when the goods are fragile, 
this factor will be important. 
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5. Availability of special services. Of several routes that 
may be possible, one only may make available certain special 
facilities or services such as elevators or arrangements for mill- 
ing in transit. 

6. Routes differ in the courtesy, reliability, and general 
efficiency of service on the part of the companies involved. 
Some companies have a just reputation for prompt and satis- 
factory dealing with such matters as loss and damage claims 
and tracing shipments, to say nothing of promptness of sup- 
plying adequate equipment. 

7. Embargoes may exist on some routes. 


What a Shipper Should Know about Routes.—Each of 
the foregoing factors has its importance, depending upon the 
kind of shipment and the requirements of the shipper or ¢on- 
signee. The choice of the route cannot be left to the carrier, 
Not infrequently the carrier’s agent through ignorance or 
carelessness gives incorrect advice, while the self-interest of the 
carrier may lead it to favor some one connecting line over 
another, or to route the shipment in such a way as to insure 
the longest haul over its own line when transfer to a con- 
nection at some nearby junction point would afford the best . 
route. 

It is highly important, therefore, that the shipper should 
be well posted in a number of ways. He should know all the 
possible routes between the points of origin and destination. 
He should also know all the factors which bear -upon the 
relative desirability of these routes, such as the various joint 
and combination rates which obtain, shipping time, the number — 
of times less-than-carload freight has to be handled, the sched- 
ules of merchandise cars, and the location of terminals with 
reference to the consignee’s place of business. He should also 
be advised of congested conditions or embargoes which may 
affect any particular route. Finally, there is the question of 
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his rights under the law. As we shall see, there are laws and 
many Commission rulings pertaining to this matter. These 
various things traffic men will partly learn from a study of 
the tariffs and basing and billing books issued by the carriers, 
but partly only by experience. The chief service that can be 
rendered by a book such as this is to outline the rights and 
duties of the parties interested in the shipment. 


The Shipper’s Rights——In general, we may say that the 
shipper has the right to determine the routing of his ship- 
ment, including its movement over connecting lines and the 
terminal delivery. He should indicate on the bill of lading 
what route he desires to follow, and it is the duty of the 
carrier to observe it if practicable. For example, a carload 
of lumber was shipped from a North Carolina point, billed to 
the West Eighth Street station at Bayonne, N. J. It moved 
over the Southern and Pennsylvania railways as routed, but 
upon arrival at Bayonne it was delivered by the Pennsylvania 
to a short terminal railway which does not serve the West 
Eighth Street station. This made necessary an extra move- 
ment over the Central of New Jersey, which was the only 
carrier that could make the required delivery. The Inter- 
state Commerce Commission held that the shipment had been 
misrouted by the Pennsylvania and that carrier was required 
to refund to the shipper the excess charges together with the 
interest thereon.* 

The Interstate Commerce Act provides that when there 
are two or more through routes and through rates, the shipper 
“shall have the right to designate in writing by which of such 
through routes such property shall be transported to desti- 
nation, and it shall thereupon be the duty of the initial carrier 
to route said property and issue a through bill of lading there- 
for as so directed.”” The shipper may direct terminal routing 


459 I.C.C. 139- 
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or delivery on shipments going beyond the line of the initial 
carrier and his directions must be observed. 


Limitations on the Shipper’s Rights—A number of re- 
strictions, however, limit the shipper’s right to determine rout- 
ing. In the first place, the Interstate Commerce Commission 
retains great power over the routing of freight. Whenever 
the Commission is of the opinion that any railway engaged in 
interstate commerce is unable to transport traffic offered to it 
so as properly to serve the public it may make such changes 
in the routing of the traffic as, in its opinion, will best pro- 
mote service of the public.* In 1922, when there was great 
congestion on the railways, the Commission acted under this 
authority and authorized the railways to handle freight over 
the least congested routes no matter what routing had been 
designated by the shipper. 

In case of physical necessity, too, the carriers may forward 
freight over any route between points of shipment and the 
point of destination, regardless of the shipper’s routing in- 
structions. When a connecting line is obstructed, as by a flood 
or washout, the initial carrier may advise the shipper and 
secure instructions as to new routing, meanwhile charging 
local rates to the junction and beyond. 

Another point to observe is that if the tariff under which 
the goods are shipped specifies a certain routing, the rate ap- 
plies only to that route and may not apply via routes which 
are not specified. 

Of course there is no choice in routing when there is only 
one route available, and the right given to the shipper under 
the Interstate Commerce Act to designate in writing by which 
through route his property shall be transported applies only 
when “two or more through routes and through rates shall 
have been established as in this act provided to which through 
routes and through rates such carrier is a party.” 


«Interstate Commerce Act, Section I, par. 16, 


f 
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The Carrier’s Duties as to Routing —Subject to the fore- 
going limitation, not only has the shipper the right to deter- 
mine his routing, but the law steps in to protect him in several 
ways. In the absence of specific through-routing instructions _ 
by the shipper, it is the duty of the carrier to route shipments 
by the cheapest reasonable way, and when the carrier sends 
shipments via routes that are more expensive than others 
available (whether designated by the shipper or not), the ex- 
cess may be refunded as an overcharge. 

Thus, it is provided that the lowest combination of rates 
between any two points shall apply over all routes between 
such points. For example, in a case decided in 1920, it ap- 
peared that two routes were available, in connection with the 
Chicago, Burlington and Quincy, between Milwaukee and a 
certain town in Iowa, one via Sterling, Ill., over which a 
joint 5th class rate of 27 cents was applicable, and another 
via Chicago over which a combination of commodity rates 
was in effect, aggregating 18.75 cents. The shipper delivered 
a carload of oatmeal at Milwaukee without any specific routing 
and the railway hauled the car via Sterling charging him the 
higher class rate. The Commission decided that in the 
absence of specific routing instructions it was the duty of the 
carrier to forward the shipment via the cheapest available 
route consistent with the instructions given, which in this in- 
stance was via Chicago.® 

Another point to note here is that even when the Commis- 
sion re-routes freight under the emergency powers given by 
the Interstate Commerce Commission the rate which applies 
over the route that was designated by the shipper will be pro- 
ected, and in case the shipper designates no route, the rate 
will be that applying over the cheapest route. 


Carrier’s Duty to Advise Shipper.—lIt is the carrier’s duty 
o advise the shipper correctly concerning the rates applying 


Sonica. 163, 
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over different available routes. Thus, a shipper of crushed 
stone, located at a point near Joplin, Mo., shipped over the © 
Missouri, Kansas and Texas two carloads to Lincoln, Neb., — 
and was advised by the carrier’s agent at Joplin that 
a rate of 7.5 cents would apply, this rate being the same as 
that in force on other routes from Joplin. As a matter of | 
fact, the carrier assessed a charge of 13.5 cents, this being the — 
joint Class E rate which was properly applicable. The Com- 
mission ruled that the shipment had been misrouted by the 
carrier and that reparation was due to the shipper on the 
ground that if the station agent had directed his attention to 
the fact that the 7.5-cent rate did not apply over the route — 
specified, he might have secured the benefit of a combination 
rate of 10 cents, composed of rates of 2.5 cents into Joplin, 
Mo., and 7.5 cents from Joplin to Lincoln, Neb. 

If both all-rail and rail-water routes are available, it is the 
carrier’s duty to ascertain from the shipper which kind of rout- 
ing he desires, but it is apparently not necessary that the carrier 
should route rail-water unless required to do so by the shipper. 


Bill of Lading Must Be Feasible.—It is one of the carrier’s 
obligations to see that the bill of lading is so executed as to 
be feasible. The carrier should refrain from executing a bill 
of lading which contains provisions that cannot lawfully be 
complied with or are contradictory. When a shipper noted a 
through rate on his bill of lading which did not apply via the 
route he specified, and the carrier’s agent did not advise him 
of the fact, the carrier was required to refund for the high 
charges that resulted from following the route specified. Not 
infrequently, through some mistake on the part of the shipper, 
the bill of lading specifies a routing and a rate which are in 
conflict, in that the rate given does not apply over the route 
specified. In such cases the carrier’s agent is obligated to 
find out from the shipper which of the two conflicting instruc- 
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tions should be followed, and the carrier will be held re- 
sponsible for damages if the agent fails to take this course. 
Should the carrier with reasonable diligence fail to get in- 
structions, it is its duty to forward the shipment by the route 
' specified in the bill of lading, assessing the correct rate in 
force over that route.® 


Routing Sometimes Best Left to Carrier.—Sometimes it 
is better to leave the routing of the freight to the carrier. At 
least, the shipper has been held responsible for the assessing 
of a higher rate when it resulted from his own specific routing. 
This is illustrated by the Dort Motor Car Company case (59 
I.C.C. 374). Thirty-five carloads of gasoline engines were 
shipped from Williamsport, Pa., to Flint, Mich., moving over 
the Pennsylvania Railroad to Buffalo, and over the Pere Mar- 
quette Railway beyond. No joint freight rate applied over 
this route, and a combination 5th class rate of 32.6 cents was 
collected. Lower joint rates of 22.3 cents were in force via 
several other routes, but when the shipments moved, these 
other routes were embargoed on account of congestion of 
traffic. Presumably on this ground, the shipper had specifically 
instructed that the routing should be that which was actually 
taken. In spite of the higher rate, therefore, the Commission 
dismissed the complaint. 


The Commission’s Power over Routing.—The Trans- 
portation Act of 1920 gave the Interstate Commerce Com- 
mission increased power with regard to routing. As already 
noted, in emergency the Commission can determine the rout- 
ing of freight and it can open new through routes. It can 
also direct the route which traffic shall take after it arrives 
at the terminus of one carrier or at the junction point of 
another carrier, when the traffic is not routed by the shipper. 


® Conference Ruling, 474 c. 


CHAPTER XX 


CHIEF FREIGHT RATE TERRITORIES AND 
TRAFFIC ASSOCIATIONS 


Railway Geography. We have seen that the railways of 
the United States may be divided into groups either on a 
purely geographical basis or upon the basis of their operating 
and traffic characteristics, and the chief groups, according to 
the latter basis, have been discussed. These groups are fun- 
damental, resting as they do upon industrial and physiographic 
conditions. In addition to these groups, however, there are 
others which are more immediately connected with rate making 
problems and the basis for which lies in the uniformity of 
freight rates. To a great extent the freight rate territories 
are similar to the areas already discussed, but there are some 
differences and subdivisions. 

Attention is again called to the importance of the general 
subject of railway geography. The rate territories about to 
be mentioned are in many respects more important than states, 
but do not conform to state lines. The making of railway 
freight rates within these territories has a profound effect 
upon the industrial and economic well-being of the population 
therein, and it would be well if, in this democracy of ours, the 
citizens were more generally familiar with the fact that they 
live not only in some particular state but also in some railway 


freight rate territory and are subject to the laws of the latter 
in a very real sense. 


The Chief Rate Territories—The United States is divided 
into seven chief freight rate territories (Fig. 27). The differ- 
328 
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ent sections of the country have different traffic and operating 
conditions, depending upon different climates, soil, mineral re- 
sources, population, and industrial development. Accordingly, 
the carriers operating in the different sections have been led to 
establish freight rate structures which are adapted to local con- 
ditions; and competition, combined with government regula- 
tion, has practically compelled uniformity within each territory. 
The establishment of these rate structures within the several 
territories has been effected by traffic associations or traffic 
bureaus, representing the various railway companies concerned. 
Each territorial rate structure has a characteristic rate basis 
or group of rate bases, which will be analyzed and described 
in the several chapters following. 


1. New England Freight Association Territory—tThe first 
of the freight rate territories to be mentioned is that of the 
New England Freight Association, a territory which coincides 
almost exactly with that occupied by the New England group 
of railways. This territory includes all of the New England 
states and a few points in New York which lie east of the 
Hudson River. These New York points lie on the Boston 
and Albany, the Boston and Maine, and the New Haven, but 
do not include New Rochelle, N. Y., on the last-named road, 
nor points west thereof. 


2. Trunk Line Association Territory.—The territory in 
which the Trunk Line Association makes rates does not coin- 
cide with that occupied by the Trunk Lines discussed in a pre- 
ceding chapter, but includes the eastern half of that territory, 
all the anthracite, and part of the Pocahontas roads. The entire 
territory occupied by the Trunk Lines is too large and diver- 
sified to be handled under one rate structure. In general, it 
may be said that the Trunk Line Association rate territory 
includes the eastern half of the area between New York and 
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Chicago. To be more precise, this territory lies east of the 
New England Freight Association’s territory, south of 
Canada, and has as its western boundary a line drawn from 
- Buffalo through Salamanca, N. Y., to Pittsburgh and thence 
through Wheeling, W. Va., to Kenova on the Kentucky- 
West Virginia line. The southern boundary runs east from 
Kenova through Roanoke and Petersburg, Va., to Norfolk. 
The territory thus includes all of New Jersey, Delaware, and 
Maryland, and all but a small western slice of New York, 
Pennsylvania, and West Virginia. The northern half of Vir- 
ginia is also included. 

The “Buffalo-Pittsburgh line” is one of the most import» 
tant boundaries on the railway traffic map, and marks the 
division between the railways’ east and middle west. Buffalo 
is at the head of lake navigation and is the point where grain 
moving by rail and lake is transshipped; Pittsburgh is at the 
head of navigation on the Ohio River; consequently, to the 
west of the line referred to water competition introduces 
new factor. 

It will be noted that the southern boundary extends through 
“the Virginia cities’ and lies south of the Potomac River. 
These cities are the rail gateways to the South, and it has long 
been a practice to base rates upon them. 


3. Central Freight Association Territory—The western 
half of the Trunk Lines is covered by the Central Freight 
Association Territory, which extends from the Buffalo-Pitts- 
burgh line to the Mississippi River, including Chicago and St. 
Louis. To be more exact, however, it must be noted that the 
eastern boundary of Central Freight Association Territory 
differs somewhat from the western boundary of the Trunk Line 
Association Territory, in that at the southern end it overlaps, 
slightly extending from Point Pleasant, W. Va., to Gauley 
in the same state. On the south this territory is bounded by 
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a line running from Gauley, W. Va., to Ashland, Ky., thence 
down the Ohio River to the Mississippi, but including: the cities 
of Louisville and Paducah, Ky. The western boundary fol- 
lows the west bank of the Mississippi River north to East 
Burlington, Ill., and thus includes the city of St. Louis. Thence 
the line runs through Peoria and Joliet, Ill., to Chicago and 
along the western shore of Lake Michigan to Manistique. On 
the north the territory is bounded by the Straits of Mackinac 
and Lake Huron. It includes Ontario south of a line drawn 
from Sarnia to Toronto. 


4. Southern Freight Association Territory —The articles 
of association of the Southern Freight Association provide 
that its jurisdiction shall include the railways east of the Mis- 
sissippi River and south of the Ohio River whose rates are 
governed by the Southern Classification. The territory, there- 
fore, is much the same as Southern Classification Territory 
(see page 329), and embraces the old South. It covers all 
of the following states: North Carolina, South Carolina, 
Georgia, Florida, Alabama, Mississippi, and Tennessee. The 
greater part of Kentucky also falls under the jurisdiction of 
the Southern Freight Association as does a large part of 
Virginia, and a small part of southeastern Louisiana. 

No part of West Virginia is included; nor is the line of 
the Chesapeake and Ohio in Kentucky. In Virginia, the asso- 
ciation’s jurisdiction is complete south of the line of the 
Norfolk and Western railway running through Lynchburg 
and Roanoke (see Figs. 15 and 30), and extends over the 
lines of the Atlantic Coast Line, the Southern, the Seaboard 
Air Line, and the Norfolk and Southern. 

Within Southern Freight Association Territory there are 
three chief rate adjustment territories, which correspond to 
some extent with three freight associations which the Southern 
Association has superseded. 
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1. Southeastern Territory, lying south of Kentucky, west 
of North Carolina and South Carolina, and east of a line 
from Paducah, Ky., through Jackson and Meridian, Miss., 
to Mobile, Ala. 

2. Carolina Territory, embracing North and South Caro- 
lina and part of Virginia lying south of the line of the 
Norfolk and Western railway from Bristol, Tenn., through 
Lynchburg and Roanoke to Norfolk. 

3. Mississippi Valley Territory, lying west of Southeastern 
Territory, and east of the Mississippi River (see Fig. 30). 
Mississippi Valley Territory includes a small part of western 
Kentucky and of eastern Louisiana. 


5. Western Trunk Line Committee Territory.—The terri- 
tory of the Western Trunk Line Committee embraces a large 
area west of Lake Michigan, centering around the Missouri 
River valley. Its territorial boundaries are indefinite,! but it 
may be said to include northwestern Illinois, Wisconsin, north 
Michigan, Minnesota, Iowa, Missouri, Kansas, Nebraska, and 
partial jurisdiction in North Dakota, South Dakota, Colorado, 
Wyoming, and part of Utah. The bulk of this territory cor- 
responds with that occupied by the Granger lines. 


6..Southwestern Freight Bureau Territory.—This ter- 
ritory is distinct only for certain classes of traffic. Its chief 


1 Perhaps the best way to indicate the territory of this association is to list the 
member railways, which are as follows: 


Atchison, Topeka & Santa Fe R’y. Illinois Central R. R. 

Chicago & Alton R. R. Kansas City Southern R’y. 
Chicago & North Western R’y. Los Angeles & Salt Take 13a ae 
Chicago, Burlington & ae Rae Minneapolis & St. Louis R. R. 

Chicago Great Western R. Minneapolis, St. Paul & Sault Ste. Marie 
Chicago, Milwaukee & ae R’y. Vine R’y. 

Chicago, Milwaukee & St. Paul R’y. Missouri, Kansas & Texas R’y. 
Chicago, Rock Island & Pacific R’y. Missouri Pacific R. R. 
Chicago, St. Paul, Minneapolis & Omaha Oregon Short Line R. R. 

R’y. Quincy, Omaha & Kansas City R. R. 
Colorado Southern R’y. St. Joseph _& Grand Island R’y. 
Denver & Rio Grande evestecn RR. St. Louis-San Francisco R’y. 

Union Pacific R. R. 


Elgin, Joliet & Eastern R’y. ; 
Fe pee Des Moines & aaatiers R. R. Wabash R’y 
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significance is for interstate traffic between points in Oklahoma, 
Arkansas, Texas, and Louisiana (west of the Mississippi 
River), and may be said to occupy the states mentioned. 
Southwestern Freight Bureau rates also apply on traffic from 
Chicago and St. Louis Territory into southeastern Missouri 
points. 


7. Transcontinental Freight Bureau Territory.—This 
territory, roughly speaking, occupies the Pacific slope, extend- 
ing from the Canadian boundary on the north to the Mexican 
border on the south. The eastern edge follows the eastern 
and southern boundaries of Montana, straight across Idaho 
to the Oregon line; thence south on the Idaho-Oregon line to 
Nevada; thence southeast along an irregular line drawn just 
west of Salt Lake City, Utah, and Albuquerque, N. M., to the 
neighborhood of El Paso, Tex. 

The chief significance of the Transcontinental Freight 
Bureau, however, is not territorial but lies in the traffic over 
which it has jurisdiction. It concerns traffic between the entire 
eastern part of the United States (east of Arizona, Utah, 
Wyoming, and North and South Dakota) and Pacific Coast 
and intermediate points. It does not have jurisdiction within 
the territory as defined in the preceding paragraph, but be- 
tween that territory and eastern territory as described above. 


The Pacific Freight Tariff Bureau issues tariffs covering a 
territory lying west of a line from Cheyenne, Wyo., to El 
Paso, and south of a line from San Francisco through Ogden 
to Cheyenne. It thus includes all of Arizona, large parts of 
California, Nevada, and Utah, and smaller portions of Wyom- 
ing, Colorado, and New Mexico. Its jurisdiction also em- 
braces a strip of the Pacific Coast from San Francisco te 
Portland, Ore. 
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The North Pacific Coast Freight Bureau publishes local 


and interstate rates between points in Washington, Oregon, 
and Idaho. 


Minor Rate Territories.—The foregoing freight rate terri- 
tories cover the whole area of the United States. The chief 
ones of these territories will be taken up in the following 
chapters and the main characteristics of the rate structures 
therein examined. 

It must not be supposed, however, that the foregoing are 
the only rate territories in existence. As a matter of fact, 
lying within the seven great areas there are scores of minor 
divisions or territorial groupings made for various special 
purposes. These are variously known as “common point 
territories,’ “‘prorating territories,’ ‘percentage territories,” 
and “rate groups.” Thus there is the Texas Common Point 
Territory which occupies the whole eastern half of Texas and 
which is so called because it contains the points at which 
various rail carriers from the North, East, and Gulf compete 
for traffic. Rates between any point in this territory and 
; points lying east of the Missouri and Mississippi rivers are 
generally the same. To the west of Texas Common Point 
Territory lies a “differential territory,” to which rates are 
made by adding arbitrary amounts to the common point rates.? 

In Trunk Line Association Territory, as we shall see, there 
are various separate rate groups for traffic with points in 
Central Freight Association Territory, such as the Albany 
rate group, Syracuse rate group, etc. 

These minor territorial divisions are mentioned merely to 
guard the reader against the idea that the seven great rate ter- 
ritories constitute the whole of railway rate geography. 


2¥or a brief description of the Texas rate structure see Haney, “Railway Regula- 
tion in Texas,” Journal of Political Economy, vol. XIX, pages 441-447. 


336 RAILWAY RATES IN PRACTICE [Pt. Iv 


Freight Traffic Associations and Agency Tariffs—In the 
Official Classification Territory an organization known as the 
Traffic Executive Association exists. It represents Traffic 
Executive Committees in New England, Trunk Line Ter- 
ritory, and Central Freight Association Territory. Each one 
of these Traffic Executive Committees, in turn, has under its 
supervision a Freight Association and a Passenger Associa- 
tion. Much the same situation is found in the other two great 
classification territories. Thus in each of the chief rate- 
making territories described in the foregoing pages, there is 
a “Freight Traffic Association” comprising most of the rail- 
ways in the territory. These associations deal with such traffic 
and rate matters as may be handled jointly. Their function 
is to deal cooperatively with the establishment and publication 
of rates, the division of interterritorial through rates, freight 
inspection, and traffic rules and regulations. 


Functions.—Their chief function is the control of joint 
through rates, which necessitate the concurrence of connect- 
ing lines, thus requiring joint action. These rates are published 
in the so-called ‘agency tariffs,’ which are issued by some one 
of the association officers—generally, though not always, the 
chairman—acting as the agent for the associated lines. As 
a result of the joint and simultaneous publication of rates, there 
is economy, as many separate publications are eliminated. 
This is a great convenience for shippers, in that they need only 
consult one tariff; and they can know that an agency rate gen- 
erally goes into effect on all lines at the same time. Agency 
tariffs formerly concerned joint rates chiefly, local rates being 
found with few exceptions in the tariffs of individual lines. 
In most territories the tendency appears to be toward an exten- 
sion of agency publication to cover local tariffs. The tariff 
publishing agent represents practically all lines in his territory. 

Generally no agency rate is published until interested ship- 
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pers have been given a chance to be heard. For this purpose a 
docket is maintained, and not only are shippers and associa- 
tions notified directly, but the docket is also published in the 
- “Traffic Bulletin.”” Most changes in agency tariffs are proposed 
by some individual member road and are the result of com- 
plaints or requests by shippers. In some cases proposals for 
change come directly from shippers. In important local areas 
there are District Committees which furnish a convenient con- 
tact between the shippers and the freight committee of the 
association. 

A tariff publishing agent may represent several freight 
association territories, while some territories are subdivided into 
two or more parts each having a separate agent. The over- 
lapping of agency tariffs is illustrated by the publications of 
agent E. B. Boyd of the Western Freight Traffic Bureau with 
headquarters at Chicago. He publishes a tariff covering points 
within Western Trunk Line Territory; one covering rates from 
Western Trunk Line points to points in Central Freight 
Association, Trunk Line, and New England Territories; and 
another from New Orleans rate points to Colorado and Utah 
common points. 

The freight inspection service is important. It is generally 
carried on by inspection “bureaus,” which, while distinct from 
the traffic associations, are closely related through the Traffic 
Executive Committees. Acting in lieu of individual lines, they 
undertake to inspect freight at terminals to see that rates, 
classifications, and weights are correctly applied, and they 
look into loss and damage matters. 

The expenses of these traffic associations are met by the 
members on some agreed pro rata basis. 


Legality of Traffic Associations—The question is some- 
times asked, Do the traffic associations not restrain trade? 
The answer must be that they exercise no unreasonable restraint 
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and are socially desirable. By insuring a consideration of all 
elements in the situation, they serve to prevent cutthroat com- 
petition. They prevent discrimination, for if the several rail- 
ways acted without cooperation, the large shipper could bring 
pressure to bear upon some particular carrier and secure con- 
cessions that would not be known for some time. They pre- 
vent wild fluctuation and make for reasonable stability in rates. 
They are desired by informed shippers. It may be added that 
these traffic organizations are unincorporated, voluntary 
associations. The Commission authorizes the activity of the 
tariff publishing agencies. 


_CHAPTER XXI 


RATE STRUCTURES IN OFFICIAL 
CLASSIFICATION TERRITORY 


I. THE CENTRAL FREIGHT ASSOCIATION RATE STRUCTURE 


A Mileage Basis.—The Central Freight Association Terri- 
- tory has been defined, and it will be referred to hereafter as 
C. F. A. Territory, as is the custom among railway men. 

In 1917, the Interstate Commerce Commission decided the 
now famous C. F. A. class scale case.t This decision put the 
class rates in C. F. A. territory on a mileage basis and estab- 
lished,the application of the Official Classification within the 
territory. As will appear in a moment, a mileage basis means 
one in which rates increase in a regular way with distance; and 
the Official Classification is that division of freight into classes 
which applies throughout the whole northeastern part of the 
country. : 

Originally, the mileage basis of rates used was 16 cents 
per hundred pounds, rst class, for a haul 5 miles or less in 
length, this rate to apply in the region having the densest 
traffic. The Central Freight Association had just completed 
a study of the cost of handling less-than-carload freight at 
terminals, finding an average of between 8 cents and 12 cents 
per hundred pounds. The Commission took these figures into 
consideration and added an allowance for cost of line-haul, 
general expenses, and profits. Additions were also made to 


1], and S. Docket 965. 
339 
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allow for an increase in operating expenses which brought the 
total base rate up to 23 cents in 1918, with further advances 
subsequently. Thus the basis of the system was laid in cost 
studies and estimates. . 

\ 

Zones Based on Traffic Density—The second great feature 
of the C. F. A. structure is a group of arrangements made to 
allow for differences in (1) traffic conditions, (2) class of 
freight, and (3) distance. In the first place, in order to allow 
for differences in traffic density, the whole C. F. A. Territory 
was divided into zones—Zones A, B, C, D, E, F. Thus Zone 
A embraces all the territory south of a line drawn from Chicago 
to Detroit, through Battle Creek and Ann Arbor, Mich., and 
accordingly comprises the area of densest traffic. Zone B takes 
in a slice of Michigan just north of Zone A, extending from 
Muskegon to Bay City, etc. Zones E and F concern Michigan 
intrastate rates only, and overlie the other zones in the state. 

Zones B, C, and D provide for the decreasing density of 
traffic toward the northern part of Michigan. The northern 
part of the southern peninsula is but sparsely inhabited by a 
farming population, and even the agriculture is not very inten- 
sive. The tonnage mostly originates in the locality. Water 
competition by lake is very effective and cuts into the railway 
traffic. More than this, operating expenses are high by reason 
of the severe winters, the long haul required on coal, and the 
lack of solid trainload traffic. 


Classification Scale——In the second place, a standard spread 
among the different classes of freight was adopted and pre- 
scribed for that part of the territory in which traffic is dens- 
est. This classification spread was that known as the “Disque 
Scale’”’—a scale so widely applied that it should be of interest 
to note its construction. In it there are 6 numbered classes 
which have a percentage relationship as follows: 
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The classification spread prescribed for Zones C, D, E, and 
F, in which traffic is lighter, while based on the Disque Scale, 
was somewhat different, being determined by adding ‘‘arbitra- 
ries’ in cents per hundred pounds. The addition of a certain 
number of cents to the several class rates resulted in a slight 
change in the class percentages applying in zones other than 
mand: B. 

Originally, the 1st class rate in Zone B was to be 2 cents 
higher than Zone A, but the Commission authorized an advance 
of 15% in rates before the scheme was established, and as 
finally announced the rate basis by zones was as follows: 


added to 
Zone B rates 


Zone | memcante bee +46 | +3-5¢ | + 2.5¢ | +2¢ + r5¢ | + x¢ 


Zone D +5.¢ | +4.5¢ | + 3.5s¢ | +25¢]| + 2¢ | + 15¢ 


Tt will be seen that this advance destroyed the 2-cent differ- 
ential between Zones B and A, which was originally planned, 
and subsequently percentage advances in rates have further 
modified the original relationship. Thus the 25% rate advance 
of 1918 made the Ist class rates in the several zones as follows: 
Zone A, 23 cents; Zone B, 25.8 cents; Zone C, 30.8 cents; 
Zone D, 32.3 cents. 

Shipments made between zones take the highest rate apply- 
ing in any zone traversed; a shipment from Zone A into Zone 
B, is billed at the higher Zone B rate. 
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Mileage Rates—Distance Zones and Blocks.—In the third 
place a graduated mileage scale of rates was established. By 
this is meant a scale of rates which increases with distance, 
but does not increase as rapidly as the distance, so that the 
average rate per mile for a long haul is less than for a short 
haul. For example, the C. F. A. Zone A rates, Ist class, as 
originally planned were as follows: 


Rate per 100 

Distance Zones Mileage Blocks Ibs. within 

the Block 
BOM INVES MALIG eLESS ste crolels'«telarejotetelelasislalore 5 miles Ic 
50 miles to 100 miles............0006 Sir 5C 
100 miles to 200 miles............. 1a Tomes Ic 
200 miles to 300 miles..............+. uly TY 5c 
300 miles ANGCOVER cata dan tees es 20 Pai Ic 


The distance zones provide for hauls of different length. 
Thus a haul of 150 miles goes through an initial 50-mile zone, 
a second 50-mile zone, and halfway in a 100-mile zone. The 
“mileage blocks” provide steps for raising the rate per hundred 
pounds as distance increases. Thus within the first two 50- 
mile distance zones the freight charge is increased every 5 
miles, there being no change between 5-mile points. 

Let us take a concrete case to illustrate the working of this 
scheme. Suppose a Ist class shipment moving 55 miles in 
Zone A. The rate on the original basis would be 25.5 cents, 
made up as follows: 


Base charge for initial 5-mile block............... 16c 

Charge for remaining 9 blocks in first 50-mile dis- 
tANCEZONE VAT TC. riniertaye ofaleite) siclarerectesteete yee inane 9c 

Charge for one block in 50-100 mile distance zone, 
ADRAC M eee occ s clot mens a ele er te, Une a -5C 


A “Tapering” Mileage Structure—Terminal Charges.— 
The result of this graduated scale, with its widening distance 
zones and mileage blocks and its varying rates per hundred 
pounds, is a “tapering mileage” rate structure—that is to say, 
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the rate per hundred pounds tapers off as the distance increases. 
This general scheme has a wide use in various foreign coun- 
tries, and has been adopted in several sections of the United 
States both by the Interstate Commerce Commission and by 
various state commissions for intrastate traffic. The scheme 
is, therefore, of great practical interest as being the leading 
method for standardizing railway freight rates on a distance 
basis. 

It will be observed that one essential feature is to keep 
separate a charge to cover terminal costs, which costs are 
determined without reference to distance and consequently 
become a smaller and smaller amount per hundred pounds per 
mile as the length of the haul increases. This fixed terminal 
charge would in itself produce some “tapering” effect. 


Exceptions to the Scheme—Basing Points and Rate 
Groups.—It is rare, however, that a scheme of rates can be ap- 
plied rigidly in this country, and accordingly we find that even 
in C. F. A. Territory the rates are not all kept on a strict mile- 
age basis. That basis is observed with reference to local 
rates, but in the case of inter-line traffic a system of 
“basing points” is used for the purpose of simplifying the tar- 
iffs. This usage is as follows: The principal towns which are 
junction points for two or more railways are made “basing 
- points,” and rates are quoted between such points. Shipments 
made between non-basing points are given the rates applying 
from or to the next basing point from which they are most 
distant. Thus, in the dmgram shown in Fig. 28 a shipment 
moving from A to B is charged a rate from basing point 1 to 
basing point 3. 

It also appears that some “rate groups’ are retained to 
some extent in C. F. A. Territory. For example, the rates 
from Chicago to various “Buffalo-Pittsburgh points” are made 
on a uniform group basis; the rate is the same to Buffalo and 
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Pittsburgh although the distance to the former point is about 
43 miles greater. This is a long-standing situation, caused by 
water competition to Buffalo. 

The method followed by the railways in determining the 
application of rates is of interest as illustrating practical pro- 


A B 


2 | 


Fig. 28.—Diagram illustrating Use of Basing Points in Making 
Inter-line Rates 


cedure in such matters. It has been the practice for representa- 
tives of competing lines to meet and make a rate check for the 
purpose of determining the short-line distance between various 
junction points and what distance group to use. Some of the 
railways may not participate, for the reason that, while their 
lines might be used, they are so circuitous that it would not 
pay them to take traffic between the points in question. If the 
short-line distance from St. Louis to Indianapolis is 242 miles, 
it is obvious that the 250-mile scale will apply, for the reason, 
first, that in the distance zone lying between 100 and 200 miles 
the mileage blocks are 10 miles long; and, second, the most 
distant point is taken as a basis. Through rates to intermediate 
points are made the same as that to the most distant of the two 
basing points between which they lie. The rates thus arrived at 
will be the minimum rates to intermediate points as far back as 
the next basing point which lies outside the same 10-mile block. 


Inflated Mileage——Competition somewhat modifies the 
simplicity of the system. One practice which should be under- 
stood is that of “inflating” or “averaging” railway mileage. 
For instance, if the basing point nearest to a destination is not 
highly competitive or important as a traffic center, the distance 
to it for rate-making purposes may be arbitrarily taken as 
greater than the actual distance. Such an arbitrary increase is 
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called an inflated distance. If a town is 202 miles from the point 
of origin, it would ordinarily be given the 210-mile scale but 
for the reasons indicated, it may actually be quoted a rate based 
- on the 230-mile scale. One object in inflating mileage has been 
to allow a circuitous route to participate in the traffic to a point 
at which its mileage is greater than that of competing roads. 
If the distance from points of origin to the 202-mile point is 
actually 230 miles by some circuitous route, the fact might 
constitute a reason for inflating the mileage via shorter com- 
peting lines to 230. 


Commodity Rates——What has been written thus far re- 
garding rates in C. F, A. Territory concerns the basis of class 
rates, and it remains to note how the commodity rates are 
determined—an important matter in view of the large number 
of products which move under such rates. In all there are 
nearly a hundred commodities which receive special rates in 
this territory, among them, for example, being a number of 
heavy chemicals, such as muriatic acid, liquid ammonia, and 
calcium chloride; while the list contains such other products as 
asphaltum (N. O. S.),? coal tar pitch, straw board, and wood 
pulp. In many cases commodity rates in this territory are made 
as a percentage of class rates, and, accordingly, are virtually on 
a mileage basis. It is common for commodity rates so made to 
amount to between 85% and 90% of the 6th class rate, or, in 
other words, these commodity rates are from 10% to 15% 
below the lowest class rate. Other special rates, however, are 
made on a group of low-grade commodities, such as brick, 
cinders, clay, slag, and straw, without reference to the class 
rates and directly on a mileage basis. 


Problem of Rates to Southern Points—Ohio River Cross- 
ings.—One of the great problems in C. F. A. Territory is to 


2 Not otherwise specified. 
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keep the several Ohio River gateways on a parity as regards 
traffic to the South. Of course, the local traffic from Chicago 
points to the Ohio River is involved. The “Ohio River Cross- 
ings” play an important part in the rate structure of both C. F. 
A. Territory and Southern Freight Association Territory. 
These crossings are divided into two groups, the “Upper Ohio 


River Crossings,” which lie east of the Illinois-Indiana line, 


and the “Lower Ohio River Crossings,” which are west of that 
line. Cairo, Ill., and Brookport, Ill., are the chief lower cross- 
ings, while Evansville and New Albany, Ind., and Cincin- 
nati, O., are the upper crossings. 

The distance from Chicago to the upper crossings is 
between 286 and 295 miles, and therefore, under the C. F. A. 
rate structure, the 300-mile rate applies, the rates to all the 
upper north bank crossings being “grouped,” i.e., made the 
same. The rate from Milwaukee is made by adding an arbi- 
trary differential to the Chicago rate, which differential is 
less than the local rate from Chicago to Milwaukee in order 
that competition for southern trade may be equalized. 

The problem of dealing with the Lower Ohio River Cross- 
ings is somewhat different because they lie in Illinois, and 
traffic from Chicago moving south on combination rates via 
those crossings is therefore subject to a purely intrastate influ- 
ence. The rate scale adopted by the state commission for intra- 
state shipments between Chicago and Cairo affects the through 
business. Accordingly, the lower crossings are not grouped, 
but each road applies the state mileage scale from Chicago to 
the crossing which it uses. 

In all cases, however, the several roads “group” the various 
points in northern Illinois and southern Wisconsin which lie 
around Chicago, some including a larger number of points in 
the group than others. Between this Chicago group and 
points in the Southern Territory, the proportional rates in C. 


“Ch, 21] RATE STRUCTURE IN OFFICIAL TERRITORY 347 


F. A. Territory are equalized, in order to enable a wide range 
of competition. For example, the rates from points on the 
south bank of the Ohio to Chattanooga, Tenn., have been the 
same, and, to equalize the northern points of origin, distance 
has been practically ignored by making the same proportional 
rate to the Ohio River Crossings whether the shipment origin- 
ates at Chicago, Milwaukee, or Peoria. As a result, the 
through rates from the last-named points to the chief South- 
ern points are identical. It costs no more to ship freight from 
Peoria, Ill., via the Brookport-Paducah crossing to Chattan- 
ooga than from Chicago via the New Albany-Louisville Cross- 
ing, except for the fact that there is a 2-cent ferry charge at 
the former and only a I-cent bridge charge at the latter. 


Effect of Intrastate Rates—Another important factor 
affecting the C. F. A. rate structure, which has already been 
alluded to is the existence of different intrastate rate systems, 
although under recent rulings of the courts the Interstate Com- 
merce Commission now has greater control over the situation 
than was the case prior to 1922. Illinois, fortunately, is the 
only state which has made much trouble. Formerly the Illinois 
rates were higher than those authorized by the Interstate Com- 
merce Commission, which worked considerable hardship in 
the case of shipments moving across the state from Chicago to 
East St. Louis in competition with interstate traffic. A 
through shipment moving from Detroit via Chicago to St. 
Louis might move at the lower interstate rate, which could 
not be enjoyed by a Chicago competitor shipping under the 
Illinois scale. 

That scale also affected rates from Illinois to outside points. 
A shipment from Peoria, Ill., to Crawfordsville, Ind., for 
example, would move under the interstate rates, while a ship- 
ment from the same point to Danville, Ill., which is near the 
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Indiana line, would move under the intrastate rate. The latter 
rate being the higher, it might be necessary to hold the rate to 
Crawfordsville high in order to “protect” the intrastate rate 
under the long-and-short haul clause. 

But, following the interstate rate advances of 1920, the 
Illinois rates became lower than those fixed by the Interstate 
Commerce Commission, and accordingly we find such cases as 
the one in which complaint was made that rates on livestock 
shipments from central Illinois points to Indianapolis were 
much higher than those to Chicago, and the Interstate Com- 
_ merce Commission ordered that the same scale should apply. 

Naturally, the C. F. A. rate structure affects adjacent 
territory. An interesting case in point is that involving ship- 
ments from Wisconsin and Michigan points into northern 
Illinois. Recently, the Michigan paper manufactures in Kal- 
amazoo and vicinity complained that their rates, being on the 
C. F. A. basis, were higher than those from the region of Fox 
River, Wis. Paper, which was rated 6th class in the Official 
Classification, was shipped at the rate of 12% cents per hundred 
pounds for the 186 miles from Appleton, Wis., to Elgin, IIL, 
while for the 178-mile haul from Kalamazoo to Elgin the 
charge was only 17% cents. The difference was even greater 
to those Lake points in northern Illinois and Wisconsin which 
are outside of C. F. A. Territory, for they lie in “prorating” 
territory to which the rates from the east are on an inflated 
mileage basis. The Interstate Commerce Commission ordered 
a readjustment, making the rates from Michigan to Elgin 
lower than from Appleton, Wis. 


2. NEw ENGLAND RATE STRUCTURE 


New England Rate Structure Like that in C. F. A. Terri- 
tory.—The rate structure of New England is taken up at this 


} 
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point because it is essentially similar to that existing in C. F, 
A. Territory. Indeed, the rate basis in New England is 
modeled after that which has just been described. 

New England rates are to be found in the tariffs issued in- 
dividually by the several carriers. In general, they are on a 
mileage basis and the Official Classification applies. Further- 
more, the “Disque Scale” with its characteristic spread be- 
tween classes is in effect. 

For rate-making purposes, the New England Territory is 
divided into two zones—Zones A and B. Zone A covers the 
region of densest traffic, embracing Connecticut, Rhode Island, 
and most of Massachusetts. Zone B extends over the greater 
part of the states of Maine and Vermont, and throughout 
northern New Hampshire. The dividing line between the two 
zones runs from Rotterdam Junction, N. Y. (near Albany), 
through Ayer and Greenfield, Mass., and Bellows Falls, N. H., 
to Portland, Me. 

The New England rate basis was provided by the Inter- 
state Commerce Commission in a general New England rate 
case, decided in 1918. On the ground that Zone A is similar 
in its traffic and operating conditions to southern Michigan 
territory, the Commission prescribed that class rates in the 
New England Zone A should be equal to the Zone B rates of 
C. F. A. Territory, which it will be remembered, were arrived 
at by adding approximately 2 cents to the Zone A rate in that 
territory to get the Zone B Ist class rate, and then applying the 
percentages of the Disque Scale thereto, to arrive at the rates 
for the other classes. 

In the New England Zone B, the Commission provided 
that the Ist class rate should be 10% above that in Zone A, 
and that the other classes should be determined according to 
the Disque Scale. Thus, a rate basis approximately 10% 
higher than that of the more intensively developed southern 
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| 


half of New England, is allowed for the northern portion 


where traffic is less dense. 
The basis of rates on shipments between different zones, 


following the idea adopted in C. F. A. Territory, is made the | 
same as that applying within Zone B; which is to say, that the: 


highest scale of rates is applied on inter-zone shipments. 


A Point of Difference—One point of difference between 
the application of the New England basis and that of C. F. A. 
Territory lies in the fact that New England rates are quoted 
specifically from point to point, and there is none of the use of 
“basing points” that exists in the other territory. The reasons 
for this difference appear to be that there is less competition 
and there are so many fewer points in New England that 
specific quotations are practicable, as would not be true in the 
Middle West Territory. 


Commodity Rates.—In New England there are many com- 
modity rates on low-grade, heavy materials, these rates being 
generally quoted on a mileage basis. Some of the commodities 
enjoying such low rates are especially common in New England 
industries, such as logs and pulp wood. Among these com- 
modities are also common brick, coal dust and coal screenings, 
ice, sand, and crushed stone (see Fig. 26, page 319). 


Inter-territorial Rates.—In a broad way, the New England 
rate structure is based on the traffic problems of that territory. 
Those problems lie in getting raw materials, food, and fuel, 
into New England, and in moving manufactured products out. 
Accordingly, rates from the west—west of a Buffalo-Pitts- 
burgh line—are blanketed to all New England points, thus 
enabling the widespread development of manufacturing 
throughout that territory. Rates on westbound traffic are the 
same as those from New York to all points beyond Cleveland, 
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O., which enables New England manufacturers to compete for 
western trade. 


3. TRUNK LINE ASSOCIATION TERRITORY 


No Uniform Rate Structure—wWithin the Trunk Line 
Association Territory, which extends throughout the Middle 
Atlantic states, there is no such general system of rates as we 
have found to exist in Central Freight Association Territory 
and within New England, or such as applies on traffic between 
Chicago and New York. It appears that originally a distance 
basis was generally used in so far as the local rates of each line 
were concerned, and this naturally affected joint rates between 
many points. But competitive conditions have forced its 
abandonment in good part. Remains of local mileage rates 
may be found maintained by individual carriers in their local 
tariffs, and, as will be shown, the Chicago—New York rate 
structure exerts a large influence, which insures a partial ob- 
servance of the distance principle on a percentage basis. There 
is, however, in this territory little uniformity, and the in- 
dividual carriers do not use the same scale of rates between 
local points. 


Influence of Competition.—A vital factor in the territory 
has been the competition of markets, together with the com- 
petition of other transportation agencies. Such towns as 
Buffalo and Erie, Rochester and Syracuse, New York, Phil- 
adelphia, and Baltimore, are rivals, and their competition has 
led to great modifications of mileage scales. Water competi- 
tion is all-pervading, including not only competition on the 
Ocean and the Great Lakes, but also that on the Hudson, 
Delaware and Potomac rivers, the Delaware and Chesapeake 
bays and the Erie and other canals. Finally, in this section 
the competition of motor trucks for short-haul business has 
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been considerable, especially since the rate advances of recent — 
years. . 
"The Trunk Line railways, in connection with a recent 
proposal to revise rates, have said: 


Many important factors in the freight rate structure in 
Trunk Line Territory are the result of the free play of 
carrier competition for the traffic of industrial communities 
which these railroads have built up during nearly a century. 
The rates thus evolved reflect the effort of the carriers 
to keep competing communities and industries in a trans- 
portation relationship, and the element of distance in many 
important adjustments has not been regarded as controlling, 
although distance is an important factor in the cost of 
transportation. 


Prevalence of Group Basis.——As a result of these condi- 
tions, rates, except on short-haul local traffic, are largely made 
on the “group” basis. That is, the territory is divided into 
numerous rate groups, each embracing considerable sub-terri- 
tories, and rates to and from all points in a group are the 
same regardless of differences in distance. This plan equalizes 
neighboring competitive points, and at the same time facilitates 
the quotation of rates by the carriers. To mention but a few 
groups, the New York group includes not only New York City 
proper but points in northern New Jersey and for some traffic 
extends up the Hudson River nearly to Albany. The Syracuse 
group includes several important manufacturing points in Cen-— 
tral New York. Other groups center in Philadelphia, Balti- 
more, Williamsport, Scranton, Pittsburgh, Buffalo, Albany, 
the “Virginia Cities,” and a number of other cities. The points 
embraced in a group differ somewhat according to the outside 
point from or to which the traffic moves. Thus for traffic to 
or from Johnstown, Pa., the New York group extends well up 
to Albany, while for traffic to or from Philadelphia, it is much 
more restricted. 
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In some cases, rates are made by adding uniform arbi- 
traries to the rate to or from a base point, as, for example, rates 
between Trunk Line Territory and Southern New Jersey points 

-are made by adding arbitraries of 5 to 7 cents either to the New 
York or to the Philadelphia rate, the base depending on the 
location of the natural gateway for the traffic. Pittsburgh, 
because of its importance as a traffic center, is a great basing 
point, and rates to eastern points from such centers as the 
Mahoning and Shenango valleys and Johnstown, Pa., are 
made by adding to or deducting from the Pittsburgh rate 
certain fixed amounts. These amounts have been arrived at 
through a long period of competitive adjustments and do not 
represent any uniform mileage scale. 

Another prevalent condition resulting from competition 
is that rates between competitive points are generally equalized 
(without regard to distance). The rates from Buffalo, for 
example, to New York, Philadelphia, and Baltimore rate- 
points are on a parity, and the same may be said of rates from 
Rochester. 

The effect of the Chicago—New York scale on rates between 
the seaboard and interior rate points is widespread. 


The “Western Termini.”—Certain cities at the western 
edge of Trunk Line Association Territory are known as the 
“Western Termini.” These border points, which include 
Pittsburgh, Erie, Buffalo, and Wheeling, are treated in some 
respects as if they were in a percentage zone of Central 
Freight Association Territory, and rates between “Pittsburgh- 
Erie points’ and New York are determined on the basis of 
60% of the Chicago-New York rate. Thus, if the latter 
rate is $1.42 per hundred pounds, the Ist class rate from: New 
York to Pittsburgh or to Erie is 60% of that figure or $.85. 
From Philadelphia and Baltimore, in turn, the rate to Pitts- 
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burgh-Erie points is made by deducting certain. differentials — 
from the New York rate to these points.* E 

Rates to eastern interior points which are intermediate 
between the western terminals and the ports are often made 
in a similar way. From Buffalo to New York, for instance, — 
the rate is found as follows: The rate from Erie, Pa., which 
is a 60% point in the Chicago—-New York percentage scheme, | 
is taken as the immediate basis, and from it is deducted the 
Philadelphia differential applying on domestic traffic (6 cents 
on Ist class traffic). The low rate thus obtained applies 
from Buffalo to all the ports. This low rate will be found 
to be equal to the rate from Erie to Philadelphia. It is con- 
siderably lower than the rate from Erie to New York, a fact 
which is due to the water competition offered by the Erie 
Canal-Hudson River route. In other cases, however, the 
rates to or from the interior eastern points are made without 
relation to the percentage system, sometimes by adding an 
arbitrary to the rate at a basing point, and sometimes by a 
special independent adjustment. 

Space forbids a discussion of the rates applying from 
points in this territory to the “Virginia Cities,’ but it may 
be noted that, except from coast points where ocean competi- 
tion is effective, such rates as well as those to Washington 
are made with reference to Baltimore. Buffalo, and interior 
New York points take a rate made by adding an arbitrary 
over their rates to Baltimore (or Wilmington, Del.).* Pitts- 
burgh and Buffalo have rates to the Virginia Cities the same 
as the rate from Columbus, O., to Baltimore. 

A great many instances might be given of the way in which 
the Chicago—-New York percentage system affects rates within 
Trunk Line Association Territory, and how that effect is 
modified by competition. Suffice it to say that in general 


8See page 365. 


_* Rates to and from Norfolk, V2, and points on the Delaware peninsula are 
arbitraries over Wilmington, while rates to and from Richmond, Va., and Washington 
D. C., are arbitraries over Baltimore. 2 
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the rates between Pittsburgh-Erie rate-points and the interior 
points of this territory (such as Utica, Syracuse, and Roches- 
ter) are made with relation to the rates to and from New 
York. 

Between other points within the Trunk Line Association 
Territory, rates are made with chief regard to competitive 
conditions. In such cases “local” points are generally 
“grouped” with that one of the two nearest junction points 
(“common points”) on the line which lies furthest from the 
destination point. 


A Local Trunk Line Rate Scale—An interesting illustra- 
tion of a local rate structure within Trunk Line Association 
Territory may be found by analyzing the local class tariffs 
of the New York Central between New York City and 
Buffalo. Such an analysis shows rather clear evidence of 
the remains of 10-mile rate blocks between New York and 
Albany, although the distance between points at which rates 
increase varies from 4 to 24 miles. Between Albany and 
Buffalo the length of the rate blocks is clearly increased, 
ranging from 13 miles to 34 miles. Thus, there is no change 
in the rate from New York City between, Rome and East 
Syracuse, which is a distance of 34 miles. It will be remem- 
bered that in the C.F.A. scale the mileage blocks get longer 
as the distance increases, and consequently, some evidence of 
the same principle appears in the local class rates in force on 
the New York Central. 

Another point which emerges is that the amount of the 
increase in rates shows a tendency to be alternately larger and 
smaller. Thus, the Ist class rate increases at Chelsea from 
29 to 30 cents, a I-cent increase; at Poughkeepsie it jumps to 
32 cents; at Hyde Park to 33 cents, and so on, with alternating 
increases of from I to 2 cents. This again reminds one of 
the C.F.A. scale, 

The rate per hundred pounds per mile decreases rather 
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steadily throughout the entire distance from New York to 
Buffalo, beginning at 1.7 cents and ending at .13 of a cent. 

The 5th class rate does not run parallel with the Ist class 
rate in several respects. It does not break at the same points; 
there is a smaller number of distance blocks, and the increases 
are a greater per cent of the rate itself. 

The effects of competition are strongly stamped upon 
this rate scale, especially in the grouping of rates over long 
stretches in central New York within which lie important 
competitive points. This is well illustrated by the fact that 
all points within the 61-odd miles between East Syracuse and 
Brockport, including Rochester and Syracuse, take the same 
rate from New York City. Some evidence may be found, 
too, of the way in which junction points with other railways 
tend to determine where rate increases shall take place. 


Proposed Revision.—Recently, the Trunk Line railways 
have proposed a revision of rates in this territory which would 
be based on a mileage scale similar to that in Central Freight 
Association Territory. This would necessarily destroy many 
of the present rate adjustments, since the existing rate 


“groups,’ as already explained, necessarily ignore distance | 


to a large extent. As the carriers state in their announce- 


ment: “It may prove impossible to bring rates created under | 


the mileage principle into a consistent relationship with those 
established under the group principle. In the end it may be 
found necessary to accept the practical advantages of rate 
schemes based upon both the mileage and group principles as 
justifying the continuance of such inconsistencies as can only 
be avoided when these principles clash, by rate changes of 
great magnitude.” 


CHAPTER XXII 


THE CHICAGO-NEW YORK RATE STRUCTURE— 
PORT DIFFERENTIALS 


An Inter-Territorial Rate Structure—In describing the pre- 
ceding rate structures we have been dealing essentially with 
intra-territorial traffic. The C.F.A. Territory scheme applies 
directly only to shipment moving within Central Freight 
Association Territory. The rate scheme now to be described, 
however, involves only inter-territorial rate bases, and applies 
on shipments made between points in C.F.A. Territory on the 
one hand and points in the New England and in the Trunk 
Line Association territories on the other—Chicago lying on 
the western edge of C.F.A. Territory and New York at the 
extreme eastern boundary of Trunk Line Territory. 


Many Routes between Chicago and New York—Standard 
and Differential—tIn taking up the Chicago-New York rate 
structure, it will be well to note that between the two points 
indicated there are many different transportation routes, and 
further, that these routes tend to fall into two groups known 
as “standard” and “differential” routes. Standard all-rail 
rates are made by roads having direct routes, such as the New 
York Central, Pennsylvania, Baltimore and Ohio, and Erie. 
The differential routes are circuitous, or offer inferior service, 
and their rates are made by deducting certain amounts from 
the standard rates. They include the Grand Trunk and the 
rail-water routes. The rail-lake routes lie over the Lehigh 
Valley, the Lackawanna, the Erie, or the New York Central, 
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to Buffalo or some other eastérn lake port, and thence west | 
by lake boat. The ocean-and-rail routes are those via the 

Virginia ports or Baltimore, and the Chesapeake and Ohio, — 
or Baltimore and Ohio railways. Then there is the Long | 
Island Sound and Canadian route, which is very circuitous 

and little used, its course lying up the Sound to New London, 
Corin., and thence by the Central Vermont and Grand Trunk 

railways to Chicago. Finally, there is an all-water system 
via the Erie Canal and the Lakes. As between the rail-and-lake 

and the ocean-rail routes, there is little to choose, as both in- 

volve a transshipment. The Long Island Sound route not 

only requires a transshipment, but is much longer and to gain 

any freight at all the rates must be lower than by the other 

routes. The Erie Canal and Lake route, involving as it does 

several transshipments, the lapse of much time, and the bear- 

ing of heavy risks and marine insurance, can only be used for 

low-grade traffic, moving at the lowest possible rates. 

Needless to say, the existence of these alternative routes 
has made keen competition in the past and today prevents 
exorbitant charges between New York and the Middle West. 
It will be interesting to see what sort of a rate structure has 
been built up in so competitive a territory. 


Origin of Chicago-New York Rate Structure—Competi- 
tive Conditions——Before describing the New York—Chicago 
rates, it is important to glance at the origin of the system. 
In fact, this system dates back to the fierce rate wars of the 
early 70’s, arising out of the rivalry of the ports of New 
York, Philadelphia, and Baltimore for export grain traffic 
and made worse by chaotic domestic rates both east and 
west. The port rivalry for eastbound traffic will be discussed 
in another connection. Here we shall note that among several 
disturbing factors one of the most important was the power 


1 See page 416f. 
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exercised by numerous north and south railways, lying in 
Ohio, Indiana, and Illinois, which cut across the various 
Trunk Line routes. For example, freight from Columbus, 
O., could move east by such railways either via Pittsburgh, 
- or Wheeling, or Parkersburg, or Cleveland and Buffalo. 
Each of these potential routes could be played against the 
others. Any transverse line, crossing more than one of the 
Trunk Lines, could divert its traffic to either of its connec- 
tions, This kept the rates both eastbound and westbound in 
a disturbed condition, and led to excessive competition. 

More than this, water competition furnished a serious 
problem, for on the north, traffic could move from Chicago 
to Buffalo by lake and thence either by canal or rail to any 
one of the North Atlantic ports. On the south, the Ohio 
_ River carried more or less traffic from Pittsburgh. 

To add to these disturbing factors, rebates and secret rates 
were common. No one knew what special advantages hrs 
competitor enjoyed, and the situation was impossible. 


The First Attempt to Remedy—MacGraham Scale.—It 
came to be realized that two remedies were required: first a 
fixed system of differentials as between Boston, New York, 
Philadelphia, and Baltimore, which would fairly equalize 
those ports with reference to the export grain traffic; second, 
a uniform rate structure which could be observed by all, thus 
controlling the north and south lines and water competition, 
and preventing cutthroat competition. 

Accordingly, back in 1876, the precursor of the present 
system, called the MacGraham Scale, was adopted. The rate 
between Chicago and New York was taken as a basis and 
called 100%. Then certain other points were given percent- 
ages of the Chicago-New York rate based on the ratio of 
their distances from New York to the total distance between 
Chicago and New York. In determining distances the shortest 
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worked and workable route was taken as the basis. These 
percentage points were “basing points.” Rates to New York 
from stations intermediate to these basing points were made 
by adding to the basing point rate the local rate between the 
intermediate point and the basing point. 

An important improvement was promptly adopted by the 
railways. It was soon realized that only a part of the operating 
expenses vary with the distance and, accordingly, that to have 
the rates vary exactly with the distance was not logical. The 
expenses which do not vary with distance are notably the ter- 
minal expenses involved in loading and unloading goods at 
the points of origin and destination. It was therefore ar- 
ranged that before applying the distance percentages to the 
base rate, an allowance for terminal expenses should be de- 
ducted and be added back to determine the final rate. For 
example, if the Chicago-New York rate were $1.00 and the 
sum of the terminal charges at both ends of the line were 
6 cents, the line haul charges would be approximately 94 cents. 
If, therefore, it is desired to determine the percentage rate 
for a 60% point, 60% of 94 cents is taken, or 56.4 cents. To 
this is added the 6 cents, making the rate equal 62.4 cents, 
instead of the 6o-cent rate that would have resulted from ap- 
plying the 60% directly to the $1.00 base rate. 

Of course, this virtually destroys the original direct 60% 
relationship, as 62.4 cents is approximately 63% of $1.00. It 
appears to have been on the basis of this revised way of figur- 
ing the rates that the present percentage zones were established, 


although at present the percentages are again applied directly to 
the total rate. 


Shortcomings of the MacGraham Scale.—The MacGraheat 
Scale helped somewhat, but it failed in two important respects. 
In the first place, it did not comply with the distance principle 
of rate making sufficiently, and consequently violated the long- 
and-short haul clause of the Interstate Commerce Act (which 
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then required that railways should not charge more for a 
shorter than for a longer haul over the same line and under 
similar conditions). The rate from “intermediate points” to 
New York, for example, would be determined by adding (1) 
‘the local rate from that point back west to the nearest basing 
point which was farthest away from New York, to (2) the 
percentage rate from that basing point to New York. Con- 
sequently, the rate from the intermediate point would be 
greater than that charged for the longer haul from the basing 
point. 

In the second place, this scheme did not provide suf- 
ficiently for the disturbing power possessed by the transverse 
north and south lines. There was no arrangement required 
that each of these lines should lie entirely within the same 

rate zone, and accordingly, some of them cut across several 
of the Trunk Lines at points which had different percentage 
rates, with the result that equality in competition and the in- 
tegrity of the rate zones could not be maintained. Obviously, 
if Terra Haute, Ind., and Joliet, Ill., are both on the same 
north and south line, but lie on different east and west Trunk 
Lines and have different rates to New York, the north and 
‘south line which serves both points is going to divert traffic 
from the more remote point (Joliet) through Terra Haute 
to the southern Trunk Line, and the northern Trunk Line 
is going to cut its rate from Joliet. (This is on the assump- 
tion that the traffic originating or received at these points is 
of importance. ) 


The Present Chicago-New York Rate Structure——The 
present Chicago-New York rate structure came about as a 
revision of the MacGraham Scale. Between 1887, when the 
Interstate Commerce Act was passed, and 1896, the percentage 
system was changed and improved. In the first place, the 
long-and-short haul clause was applied by zones. These zones 
(Fig. 29) are irregularly shaped strips of territory, extending 
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in a general north and south ‘direction, with a single rate 
applying between all points in each zone and New York. Hor 
example, one zone extends from Evansville, Ind., and Louis- 
ville, Ky., up along the Illinois-Indiana line, through Chicago, 


GFru-rw % 
= 92-97 % 
82-90 % 
e000 % 
L_] 0% 

8% % 
SSI 92 % 
. Fig. 29.—Freight Rate Zones of the Chicago-New York Percentage Structure 


and from every point in this zone the rate to New York is 
the same. Another zone extends through the territory occupied 
by Columbus, Toledo, and Detroit, and from all points in this 
zone the rate to New York is 78% of that applying from the 
Chicago zone. Accordingly, there is no need for basing and 
intermediate points, as was the case under the MacGraham 
Scale, but towns are grouped together according to competi- 
tive conditions and the quoting of rates is greatly simplified. 
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In the second place, the percentage rate zones are so shaped 
as to minimize the trouble arising from the transverse north 
and south lines and from water competition. Thus, the 
western boundary of the 100% zone, in which Chicago lies, 

- follows the line of the Chicago and Eastern Illinois railway, 
and similarly the western boundary of the 76-80% zone fol- 
lows the lines of the Cincinnati, Hamilton and Dayton, and 
Toledo and Ohio Central, which makes it include Toledo, 
Lima, and Columbus, O. As a result the rates east or west 
from all points on the north and south line are the same, 
thus removing direct incentive to favor one Trunk Line over 
another and enabling the transverse roads to work their lines 
both ways. It appears to be with some reference to water 

_ competition, too, that the 100% zone extends up the eastern 
shore of Lake Michigan; for this extension of a rate to points 
along the lake whose distance from New York would seem to 
require a higher rate, indicates a desire on the part of the rail- 
ways to secure a larger part of the traffic. 


Competitive Conditions Affect Zones.—In devising the 
present percentage rate zones, competitive conditions as affect- 
ing different markets have been given considerable recognition. 
A study of the map in Fig. 29 will show that along the Ohio 
River, between Cincinnati and Parkersburg, W. Va., there is 
a stretch of territory which is not very intensively developed 
in an industrial way. Accordingly, the 87% rate zone (that 
is, the zone in which rates to New York are 87% of those 
from Chicago to New York) extends almost due east and 
west in this sparsely developed territory. This means that 
the rates from a point many miles west of Parkersburg are 
the same as those from points in the immediate vicinity of 
Parkersburg, a situation which could only exist where traffic 
is small and there is little railway competition. On the other 
hand, the shape of the 93% rate zone illustrates the working 
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of opposite conditions. This is a narrow zone which has its 
southern point near Cincinnati, but its western boundary is 
stretched to the west to include the city of Indianapolis within 
the zone, thus giving that point as low a rate as is enjoyed 
by Cincinnati. z 

Another illustration of these same forces is furnished by 
the history of the percentage rate enjoyed by Detroit. Origin- 
ally, that city was in the 85% rate zone, but as a result of 
competition an extension of the 78% zone, in which lie Toledo 
and Columbus, was made northward to include Detroit terri- 
tory, thus favoring this territory with a reduction in rates. 


Illustrative Rate Percentages.—Merely to give the reader 


a general idea of the percentages, the following list, showing | 


some of the chief percentage rate groups in C. F. A. Territory, 
is presented. It is to be remembered that these groups have 
their significance only with regard to inter-territorial traffic 


between C. F. A. Territory and eastern points outside that 


territory. 
Westbound Percentages Eastbound Percentages 
of Chicago-New York of Chicago-New York 
Rate Rate 
SEMISOUISS MLO. We etteieencre otters ote 117% 117% 
Beoriaelll. saties cectistiec ations ees 110 * 110 
Chicago, [Nie meretrisievciss «<i 100 100 
Milwaukee, Wis. .............. 100 100 
omisvilleveKy..seisniisabina neers 100 100 
Indianapolis; Indo. \cwseee es oc 93 93 
iKevlainazoom Machy i sac. att elects 92 02 
Ginenoese (Oh® eee oeeneacnaco or 87 87 
Wetnoitaw Mich vs. soe. s ce tae 78 78 
MOLEC O NRO) worse sid eters sists, aetna 78 78 
W@ohttmm Dts EO oe ciate oe sin aresiaccuee 78 77 
Glevelandh BOAT. &. os cene eres 71 TI 
NVAOUMIE SLOW I1py Oly staler tine siee ohare Oe 67 6614 
IPAEESDULO Ase t ces sce sees ie 60 60. 


It will be noted that the percentages are practically the 
same both eastbound from C. F. A. Territory to New York, 
and westbound from New York to points in C. F. A. Territory. 


| 


| 


I 
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Port Differentials—An important phase of the rate struc- 


ture between the Middle West and the Atlantic seaboard is 


the existence of differential rates to the several North Atlantic 
ports. As the result of a long competitive struggle among 


' the ports of: Boston, New York, Philadelphia, and Baltimore, 


an arrangement has been built up under which the Chicago— 
New York rate has become the basis of a series of differentials, 
the rates from Chicago to the other ports being determined 
by adding to or deducting from the Chicago—New York rate 
certain fixed amounts called “differentials.” These differen- 
tials vary according to the direction of the traffic, and also 
there is a difference in the amount of the differential applying 
to the different classes of freight. The simplest way to make 


_ the situation clear is to present the facts in the form of a 


table, such as that which follows, remembering that the 
Chicago—New York rates shown have been subject to fre- 
quent change of late. This table applies only to domestic 
traffic. 


NOV ASSES Wa tails abece stedetcieis) aiticeiaveie o/adle's I P) 3 4 5 6 
Chicago-New York rates per roo lbs. $1.42 $1.244% $ .94% $ .66 $ 56% $ .47% 


Chicago to Boston arbitraries over 

Chicago-New York rate ........ .07 .06 -05 .04 .03 .02 
Boston to Chicago (to 71% rate 

zone and beyond); arbitraries over 

Chicago-New York rate ........ to) ° ° ° ° 0 
EASES sig 9 Se ee ee ee 
Chicago to Philadelphia; differen- 

tials under Chicago-New York 

EAE) (elctalal et Siar tcpreeese ole |e l'o'e'e 01 05 (6) 4\\0%6 .02 02 -02 202 202 +02 
Philadelphia to Chicago; differen- 

tials under Chicago-New York 

hie 6 ALO CINCO UC ODO GO OCaCG .06 -06 .02 -02 .02 -02 


Chicago to Baltimore; differentials 

under Chicago-New York rate ..  .03 .03 +03 +03 +03 .03 
Baltimore to Chicago; differentials 

under Chicago-New York rate ..  .08 -08 +03 +03 -03 +03 


In order to determine the rate on domestic traffic from 
Chicago to Baltimore, therefore, it is only necessary to sub- 
tract 3 cents from the rate from Chicago to New York, what- 
ever the class of freight may be, and the same differential is 
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deducted on shipments to Baltimore from any of the percent- 
age rate zones. It will be observed, that in the case of Boston, 
the arbitraries on domestic traffic to be added to the Chicago— 
New York rate are different for each class, and that the west- 
bound differentials enjoyed by Philadelphia and Baltimore 
are larger for the first and second classes than for the others. 


Rates between C. F. A. Territory and Eastern Interior 
Points.——Not only are these seaboard differentials based on 
the percentage zones of the Chicago-New York rate structure, 
but that structure also is the basis for rates between C. F. A. 
Territory and interior points in Trunk Line Association Ter- 
ritory, such as Albany and Syracuse, N. Y., and Scranton, 
Pa.; and it should be noted here that Trunk Line Association 
Territory is divided into numerous rate groups, of which 
the points just mentioned along with others are the centers. 
Thus, around Albany there is a group of towns, all of which 
take the Albany rate and which together constitute the “Albany 
Rate Group.” <A few typical cases will serve to illustrate the 
situation. 

To Albany, N. Y., and other points in the Albany Rate 
Group, the class rates from the several percentage rate groups 
of C. F. A. Territory are 96% of the rates from those points 
to New York. To illustrate, if the rate from Chicago to New 
York is $1.42, then the rate from Columbus, O., which is in 
the 78% zone, is $1.11 to New York, while the rate from 
Columbus to Albany is 96% of $1.11, or $1.065. Westbound 
from Albany rate points to points in C. F. A. Territory, the 
adjustment is somewhat different, the rate being the same as 
that from New York City, minus 20% of the New York— 
Chicago rate. There are certain details not here stated such 
as the naming of a minimum rate, but this serves to illustrate 
the way in which class rates between C. F. A. Territory and 
eastern interior points are based. 
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Two other cases may be mentioned merely to illustrate 
variations in the general scheme: (1) To the Scranton, Pa., 
rate group, rates from all C. F. A. points eastbound are made 
the same as the rates to Philadelphia—which, it will be re- 
' membered, are certain differentials under New York. West- 
bound from Scranton points to 70% points in C. F. A. 
Territory, the rates are made by adding differentials varying 
from I to 2 cents per hundred pounds over the rate from 
Williamsport or Syracuse, while to all other C. F. A. points 
the rate is 80% of the New York rate. (2) The “Virginia 
Cities” (Richmond, Roanoke, etc.), which are the gateways 
to the South, are served by lines which are in competition 
with other lines which enter the South via the Ohio River 
_ Crossings. These rates ultimately depend on the New York 
rate but are based directly on Baltimore. 


Commodity Rates——Commodity rates between the Chicago 
and New York territories are generally made with some re- 
lation to the percentage system which has been described, 
especially where such rates are made under “general author- 
ization,” i. e., applying to all points within the territories. 
Westbound, however, the percentage system does not appear 
to be so rigidly followed in making commodity rates as it is 
eastbound. Certain minimum rates are named and it is there- 
fore necessary to consult the tariffs in each case. For 
example, if the New York—Chicago commodity rate is 31 
cents per hundred pounds, a minimum rate to Pittsburgh and 
other 60% points may be fixed at 25 cents, and as this mini- 
mum rate is 80% of the 31 cents, it is apparent that when it 
applies the 60% relationship is destroyed. 


Summary.—lIn this chapter, then, we have taken up one 
of the most interesting and important rate structures in the 
United States—one which concerns the most important rail- 
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ways and which governs the rates applying to the densest 
traffic. This rate structure is based strictly upon the long- 
and-short haul principle, namely, that higher rates shall not 
be charged for shorter than for longer distances. To this 
extent, it is a distance scheme; but as points of origin and 
destination are grouped, the distance principle is not strictly 
applied. The application of the long-and-short haul principle 
is secured by means of a system of percentage rate zones, 
the rates from and to all points in which are based on a per- 
centage of the Chicago-New York rate, the percentage being 
determined by relative distances. The Chicago-New York 
rate, itself, is the result of a long competition among the 
various Trunk Lines and between the all-rail routes and the 
rail-lake routes. Upon this percentage zone rate structure 
largely rest the numerous rate adjustments between middle- 
western points and both the North Atlantic ports and eastern 
interior points. 


CHAPTER XXIII 
THE SOUTHERN RATE STRUCTURE* 


Importance of Studying Southern Rate Situation.—It is 
probable that the rate structure of the South has been more 
confused and, complicated than that of any other large terri- 
tory. At present that structure. is being reconstructed and 
being worked out on modern principles of rate regulation. 
This section therefore affords a laboratory for studying tariff 
building, and the more elaborate discussion here presented 
will be of especial interest to those who desire a more detailed 
and thorough knowledge of the subject. 


Southern Rate Territories—The territory to be discussed 
embraces the region south of the Ohio amd Potomac rivers 
and east of the Mississippi River, and includes all the area 
governed by the Southern Classification. All rate changes in 
this territory are subject to the authority of the Southern 
Freight Association, with headquarters in Atlanta, Ga. For 
the purposes of rate making, the territory is now usually con- 
sidered as falling into three groups, which are as follows - 


1. Carolina Territory 
2. Southeastern Territory 
3. Mississippi Valley Territory 


* The author desires to acknowledge the assistance given by the late Mr. D. M. 
Goodwyn, Freight Traffic Manager of the Louisville and Nashville, and_ Mr. R. E. 
Hodgkin, Assistant to the General Freight Agent of the Atlantic Coast Line, in the 
preparation of this chapter. 

1See Figs. 27 and 30. 
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Carolina ‘Territory embraces southern Virginia (that part 

of Virginia lying south of the Norfolk and Western Railway 
from Bristol through Roanoke and Lynchburg to Norfolk), 
and the states of North and South Carolina. 
- Southeastern Territory includes the area east of a line 
from Paducah, Ky., through Jackson, Tenn., and Columbus, 
Miss., to Mobile, Ala., and west of the North Carolina and 
South Carolina state lines. In a general way, this territory 
includes most of the states of Tennessee, Alabama, Georgia, 
and Florida, and a small strip of eastern Mississippi. 

Mississippi Valley Territory includes practically all of 
Mississippi and a small portion of Western Tennessee, Western 
Kentucky, and Eastern Louisiana (east of the Mississippi 
River). 


Conditions Underlying the Southern Rate Structure.— 
Three controlling factors have been responsible for the de- 
velopment of the Southern rate structure: (1) water 
competition, (2) the competition of northern manufacturing 
centers for the southern market, and (3) the rivalry among 
southern ports and jobbing centers. 

1. Water Competition and the Basing Point System.— 
The Southern Freight Association Territory is practically 
surrounded by navigable waters, with the Atlantic Ocean and 
Gulf of Mexico on the east and south, and the Ohio and Mis- 
sissippi rivers on the north and west. Numerous streams flow- 
ing to the Atlantic and the Gulf, or tributary to the Mississippi, 
are more or less navigable, in some instances for several hun- 
dred miles inland. Thus, rail transportation is affected by 
water competition not only at the ports but at many interior 
cities, including Nashville and Chattanooga, Tenn., Mont- 
gomery and Selma, Ala., and Macon and Augusta, Ga. 

The rail rates to the ports and to interior Southern cities 


} 
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at the head of inland navigation were formerly made with 
reference to the charges for water transpertation, while the 
rates to local railway stations intermediate to or beyond such 
“points, where there was no water competition, were made by 
adding together the rate to the point having water competition 
and the local rates beyond. This situation gave rise to the 
“basing point” system of rate making which was formerly 
in universal use in the South. As a result of competition 
among communities and among the railways serving them, 
not only points at which active water competition existed but 
practically all interior cities of any considerable size or im- 
portance, if reached by two or more carriers, became basing 
points, and enjoyed the benefit of depressed rates. “Rates to 
less fortunate communities of smaller size, however, were 
made by taking a combination of the rate to some basing 
point and the local rate from the basing point to the town in 
question. This was true even when the destination lay be- 
tween the basing point and the point of origin. Accordingly, 
practically every rate of the Southern lines, up to a few years 
ago, constituted a violation of the long-and-short haul clause 
of the Interstate Commerce Law, and the distance theory of 
rate making was given very little consideration. 

As an example, the rates from New York or fconigor 
Louis to Millen and Tennille, Ga., stations on the Central of 
Georgia Railway near the coast, were made on combination 
of rates to Savannah, Augusta, or Macon, Ga., and the local 
rates beyond, the lowest total so made being adopted as the 
through rate. 

Illustrations of departures from the long-and-short haul 
clause could be found in any territory, but in the South the 
situation was more nearly the rule than the exception. This 
situation resulted in severe discrimination against intermediate 
points, which were charged a higher rate for a shorter haul, 
and it brought about endless complaint and litigation. 
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Asa result of various decisions of the Interstate Commerce 
Commission, supplemented by voluntary revisions made by 
the carriers, the rates from the East and West to the South- 
east have been brought into conformity with the long-and-short 
haul clause, except at destinations where the Commission 
granted relief in 1914 on account of water competition.? The 
rates from all points to the Mississippi Valley and Gulf ports 
and from the East to Carolina Territory, as well as the inter- 
state rates between Mississippi Valley points and between 
Carolina Territory points, have been revised in strict com- 
pliance with the fourth section of the Interstate Commerce 
Act, i.e., the long-and-short haul clause. 

The old basing point system, however, still generally gov- 
erns the rates between points in Southeastern Territory, and 
the commercial and industrial development of the section has 
been permanently affected by it. Furthermore, water com- 
petition will always have a strong influence on rates in the 
South. 

2. Competition Among Northern Shipping Centers-—New 
York, Philadelphia, and Boston have sought to maintain their 
original predominance as the source of supply for clothing, 
boots and shoes, and other manufactured articles, while 
Chicago, St. Louis, and other middlewestern points have made 
constantly increasing progress in competing for the trade. The 
carriers serving these competing manufacturing centers have 
tried to maintain rates which would permit them to control the 
Southern trade. 

3. Competition Among Jobbing C enters.—Furthermore, 
carriers serving the various Southern jobbing points have en- 
deavored so to adjust both the inbound and outbound rates 
of such points as to enable them to distribute merchandise with- 
in the greatest possibie radius. In Tennessee, Nashville, Chat- 
tanooga, and Knoxville have been rival jobbing centers; in 


? Long-and-Short Haul Violations in the Southeast, 30 I. C. C. 156 


> Ch. 23] SOUTHERN RATE STRUCTURE 373 


Alabama, Birmingham, Montgomery, and Selma have sought 
the ascendancy; in Mississippi, Jackson and Meridian compete 
for the local trade; and many other illustrations might be 
given. This competition of markets, coupled with competi- 
tion of the railways serving them, by adjustment and compro- 
mise has brought about a system of differentials among origins 
and destinations which is fundamental in the Southern rate 
structure. 


Importance of Atlanta—lIt will help towards an under- 
standing of Southern rates to note the pivotal importance of 
Atlanta. Atlanta is the center of the Southeastern cotton 
section, and thus naturally occupies a very important place 
in the traffic of Southern railways. More important, however, 
from a railway point of view, is the fact that Atlanta lies at 
the southern end of the Allegheny mountains, and is thus a 
natural gateway between the Atlantic seaboard and the south- 
ern Mississippi Valley. Lying at a point where the railways 
can most easily connect the Atlantic ports with the Mississippi 
Valley, it has somewhat the importance of Buffalo and Pitts- 
burgh. At Atlanta we naturally find a great junction point 
between the railways which run along the southern seaboard 
from the northeast and those which extend from the South 
Atlantic ports to the West. Moreover, it is in Atlanta that 
the railways which extend from the Central West meet the 
railways from the Northeast. Atlanta is the apex of a great 
triangle, with New York and Chicago at the other angles. 

Finally, from a widely scattered number of important sea- 
ports numerous railways are focussed on Atlanta, and a glance 
at a map will show that.a fan-shaped group converges from 
Wilmington, Charleston, Savannah, Jacksonville, Pensacola, 
and Mobile. There are several important “railway centers” in 


® See Fig. 15. 
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the South, notably Memphis and Louisville, but in the South- 
ern rate structure Atlanta stands out as being truly pivotal. 


The Existing Rate Structure in the South—Atlanta and 
Montgomery Sub-territories—‘‘Southeastern Territory” is 


=Washington 


TERRITORYSy7 
Area in which Southern 

Freight Assn only has Ju- 

Zs risdiction over certain 
Southern Roads running 
North and South. 
Boundary between At- 

— Nant and Montgomery 
Sub-Territories. 
Northern Boundary of At. 

flan and Montgomery 
Sub- Territories proper. 
Boundary between Parts 
of Tenn. Rates to Eastern 
Part from Louisville & 

st Cincinnati made onsame 
basis as to Atlanta; to 
Western Partonsamebacis 
as to Montgomery, 


Fig. 30.—Rate Adjustment Territories within Southern Freight Association 
Territory 


divided into two parts: (1) Atlanta Sub-territory, and (2) 
Montgomery Sub-territory. To Atlanta the distances from all 
of the Ohio River Crossings are nearly equal and the same is 
true at Chattanooga; consequently the same rates are applied 
from all of the crossings to these and other points in “Atlanta 
Sub-territory,” which is, roughly speaking, the area to which 
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the short-line distances from the Ohio River Crossings 
are through Chattanooga and Atlanta. 
To Montgomery, Birmingham, and other points in ‘““Mont- 

gomery Sub-territory,’ the distances from the Ohio River 
' Crossings at Louisville and points west thereof are substantially 
less than from Cincinnati, and the Ist class rates are made 
15 cents less than from Cincinnati. From Cincinnati, how- 
ever, rates to Atlanta and Birmingham are the same. Rates 
from the West to points south of Atlanta and Birmingham 
are built up in zones by adding differentials over these points, 
except that certain water competitive points enjoy depressed 
rates. The rates from St. Louis are made differentials higher 
than from Evansville and Cairo. 

> Water and rail rates from Baltimore to Atlanta were 
formerly made the same as from Louisville, Ky. This relation 
has been lost,* but the Baltimore-Atlanta rail-water rate is an 
important basis in making rates from Eastern points to the 
South. 


Large Areas “Blanketed.”’—In order to avoid depart- 
ures from the long-and-short haul principle, via the various 
all-rail and water-and-rail routes through the Virginia Cities 
and the South Atlantic ports, the rates from the East have 
been “blanketed” (made the same) to large destination 
areas. Thus the rates to Atlanta apply to practically the entire 
state of Georgia and a considerable part of eastern Tennessee. ' 
Further west, a large part of Alabama is blanketed at the 
Montgomery-Birmingham rates. From New York and Phil- 
adelphia the 1st ciass rate is generally 12 cents higher than 
from Baltimore, and the rate from Boston is 8 cents over 
New York. These differentials are more or less arbitrary, 

4As a result of a reduction in the water and rail differential under all-rail rates 


in i - itori d with the 25% 
and also the 33 1/3% advance in inter territorial rate as compare 
advance from Louisville to the South, under I. C. G. Order Ex Parte 74. 
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but the relationship has stood the test of time and will probably 
continue substantially as at present.® 


All-Rail vs. Rail-Water Rates.—All-rail rates from the 
eastern ports to all southeastern points on and east of a line 
from Chattanooga, through Birmingham, Montgomery, and 
Selma, are 10 cents higher, Ist class, than via water and rail. 
Clearly the rail-and-water routes through the south Atlantic 
ports affect the rates to the greater part of the southeast, as 
these routes maintain a differential under all-rail rates more 
than 400 miles inland. A slightly smaller differential under 
all-rail rates is maintained by rail-water-and-rail routes from 
Interior Eastern Trunk Line points east of the Buffalo-Pitts- 
burgh zone. Thus even the rate from Rochester, N. Y., to 
Birmingham, Ala., through New York and Savannah, is made 
a differential under the all-rail rate. To points west of Chatta- 
nooga, Birmingham, and Selma, however, including Mississippi 
Valley Territory, the water-and-rail rates via the Virginia 
and South Atlantic ports are the same as the all-rail rates. 
Differential (lower) rates also apply via the Gulf Ports of 
Mobile and New Orleans ‘as far north as Montgomery and 
Selma, Ala., and Meridian, Miss. 


Mississippi Valley Rates—TIn the past, water competition 
on the Mississippi River has resulted in abnormally low rates 
to the lower Mississippi River points, Memphis, Helena, 


5 The rail-water rate between Baltimore and Atlanta, ist class, was in 1922 
$1.88% per hundred pounds, and the rates from New York, Philadelphia, and Boston 
are constructed by adding differentials to this figure. The all-rail rates are made 
ony adding 10 cents to the rail-water rate. This scale is illustrated in the following 
able: 


Rates to Atlanta from Rail-Water Rate All-Rail Rate 
Bale IIMOTES Cem tareiccteerolstdice chic eicemelene tee 884 
Philadelphia | ais ei 
New York ( ccrtttrstssteseeeeee sete ee eeeeceuees 2.00 2.10 
BS OSEOM hal siaini vlstelerery » ate wieie & «ele telainiois| shalste atelcter cue eetaleioiets 2.08% 2.18% 


Thus it appears that in 1922 the 1st class rates from New York and Philadelphia 
were 1134 cents above those from Baltimore, while the rates from Boston to Atlanta 
were 20 cents over the Baltimore rate. 
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(Ark.), Greenville, Vicksburg, Natchez, Baton Rouge, and 
New Orleans, The rates to the interior Mississippi Valley 
points were much higher and generally made on the basing- 
- point system; 1. e., on a combination of rates to and beyond 
these river points. The influence of river competition has 
affected the rates from Chicago and the Middle West, from 
the Buffalo-Pittsburgh Zone, and from the eastern ports, all 
of which were very much lower to lower Mississippi River 
towns than to other southern points. 

This situation naturally resulted in many long-and-short 
haul violations. The Interstate Commerce Commission finally 
decided that such water competition as existed on the Mis- 
sissippi River did not warrant such violations, and accordingly 
they have been removed and the rates have been put on a 
so-called ‘“‘dry-land” basis, giving more regard to distance as 
a guiding principle. The class rates from St. Louis to Mem- 
phis are now made a certain differential higher than from 
Cairo. Louisville is given the same rates to Mississippi 
Valley points as St. Louis, and Cincinnati is given a rate 15 
cents (the same as the Montgomery Sub-territory differen- 
tial) over Louisville, while Chicago is made a differential 
over St. Louis. 

Mississippi Valley Territory falls into six destination 
groups on business from St. Louis and related points, namely: 


. Memphis-Corinth Group 

. Helena-Tupelo Group 

. Greenville-Greenwood-Columbus Group 
. Vicksburg-Jackson-Meridian Group 

. Natchez Group 

. New Orleans-Mobile-Pensacola Group 


AmB WN 


The rates from St. Louis and Louisville to Memphis having 
been fixed, the other destination groups are determined by 
adding differentials to the Memphis rate. 
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Competing with St. Louis, Louisville, Chicago, and other 
middle western points for the trade with Mississippi Valley 
Territory, there are the eastern cities, which have in the past 
enjoyed extremely low rates to the Mississippi River points— 
rates lower even than those to the intermediate interior section. 
These rates also have been revised, long-and-short haul depart- 
ures done away with, and the distance principle given more 
recognition. Naturally this has brought about increases to 
the river points and Gulf ports. 


Rates from Virginia Cities to Mississippi Valley —The 
rate from the Virginia Cities to Memphis is $2 per hundred 
pounds, rst class.6 On traffic from the Virginia Cities and 


the East the territory is divided into three groups or zones, 
which are: 


1. Memphis-Columbus-Meridian Group 
2. Winona-Jackson-Hattiesburg Group 
3. Mississippi River-Gulf Ports Group 


The last-named group includes Baton Rouge, New Orleans, 
Mobile, etc. The Ist class rate to the second group is 10 


cents higher than to Memphis, and to the third group it is 
18 cents higher. 


North Atlantic Ports to Mississippi Valley —The rst class 
rate from Baltimore to the Mississippi Valley is 14 cents 
higher than from the Virginia Cities, from New York and 
Philadelphia 11 cents over Baltimore, and from Boston 8 cents 
over New York. 

The carriers in publishing rates to Mississippi Valley Terri- 
tory have made them subject to a uniform percentage relation- 


Sigg laG,. CG. 107. 
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ship of classes, which was prescribed by the Interstate Com- 
merce Commission in connection with rates to Nashville.’ 


Commodity Rates in Mississippi Valley—The foregoing 
statements apply to the class rate structure, but the tendency 
is to apply the same general basis to the making of commodity 
rates. Thus, with commodity rates from St. Louis to New 
Orleans as a basis, the Commission has ruled that such rates 
to Mississippi Valley points other than New Orleans, shall 
_ not exceed rates which bear the same relationship to the St. 
Louis—New Orleans commodity rate that the St. Louis-New 
Orleans Ist class rate bears to the Ist class rate from St. 
Louis to these points. In other words, the ratio established 
for class rates is applied to commodity rates, and consequently, 
the distance principle is given general application in establish- 
ing rate relationships among destination points. 


Carolina Territory Rates—On traffic from the Virginia 
Cities, Carolina Territory is-divided into five groups or zones. 
Rates from eastern cities to the Carolinas are built up by 
adding differentials to the rates from the same points to the 
Virginia Cities. From Cincinnati and Louisville to Carolina 
Territory the rates are the same, and from Evansville and 
Cairo the rates are differentials over those from Cincinnati, 
except to points south of a line which, roughly speaking, runs 
through Greenville, Columbia, and Sumter, S. C., to Wil- 
mington, N. C. To this section of South Carolina, which is 


7T, & S. Docket 1261. 


Per Cent 
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sometimes referred to as “Southeastern Territory south of 
the Walhalla line,’ the rates from all of the Ohio River 
Crossings are the same. From North Carolina to South 
Carolina and to the southeast and Mississippi Valley, the 
class rates are made as differentials under those from the 
Virginia Cities. These differentials were fixed by the 
Commission. 


Confusion in Southern Interior Rates.—The interior South- 
ern adjustment presents a remarkable tangle of inconsisten- 
cies and discriminations. The old basing point system is still 
generally in effect. The rates between the principal Southern 
manufacturing or distributing points, such as Atlanta, Chat- 
tanooga, and Birmingham are extremely depressed, while 
the rate from any of these points to the local territory is gen- 
erally the mileage scale of the individual line reaching the 

destination in question; or, where joint hauls are required, a 
~ combination of local rates. This has resulted in innumerable 
long-and-short haul violations. 

The rate scales and classification exceptions of the rail- 
way commissions of the various Southern states serve further 
to complicate matters. No two states have adopted the same 
rate scales. Some states have laws forbidding long-and- 
short haul departures; others do not. Furthermore, the rules 
of the several states vary as to the construction of rates for 
joint hauls, some states requiring a deduction of as much as 
20% or 25% from the combination of local rates, while 
others permit them to be made the full sum of the local rates 
to and beyond junction points. Naturally, the disposition of 
these rate-regulating bodies has been to prescribe rates on a 
level which will tend to allow the jobbers and other shippers 
within such states a decisive advantage against outside com- 
petition. Consequently, there are numerous complaints of 


Ch. 23] SOUTHERN RATE STRUCTURE 381 


discrimination in intrastate as compared with interstate rates. 
Again, in some cases the charge for the longer hauls under 
the mileage scales has been so much greater than for shorter 
-hauls that there has been a serious variation from the prin- 
ciple of rate making that the rate per ton mile should decrease 
as the distance increases. 

Moreover, the various states do not have the same classifi- 
cation and the spread between classes has varied widely and 
without reason; as, for example, in Alabama, 5th class has 
ranged from 50% to 71% of Ist class. Inconsistencies and 
discriminations can doubtless be found in any territory, but 
in the South where the situation has been complicated by the 
basing point system and the activities of the state commissions, 
the result has been an unusual confusion in rates with an extra- 
ordinary disregard for distance in rate making. 


The Proposed Readjustment of Southern Rates.—Con- 
fronted with decisions of the Interstate Commerce Commission 
denying fourth section relief at points located on navigable 
water, such as Nashville (on the Cumberland River), Mem- 
phis, and New Orleans; and realizing the many inequalities 
and defects in the present rate structure, the Southern carriers 
have worked out and presented to the Interstate Commerce 
Commission a plan for a comprehensive and systematic revis- 
ion of their class rates on a “dry-land”’ basis, eliminating long- 
and-short haul violations, except those necessary to allow the 
use of circuitous routes, and in general using distance as a 
guide. The case is now (1923) before the Interstate Com- 
merce Commission for adjudication. 4 

As a rule, the proposed adjustment follows the anaties 
of the present system as to the relationship among rates from 
points of origin, such as the Ohio and Mississippi River Cross- 
ings, including St. Louis; and the former relationship of St. 
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Louis to the Ohio River Crossings, which was disturbed by 
the general advances of 1920, is substantially restored. The 
tabulation of proposed Ist class rates on page 383 illustrates 
this relationship. Generally, the proposed Ist class rates from 
the Ohio River to the Southeast are the same as have been ap- 
proved by the Commission for northbound application.* No 
changes are proposed in the ist class rates from these points of 
origin to Mississippi Valley Territory. 


Readjustment of Rates to North Carolina—The adjust- 
ment of rates from the Ohio River Crossings and the Middle 
West generally, to North Carolina, is a peculiarly difficult 
problem. The Chesapeake and Ohio, and Norfolk and West- 
ern, which are in Official Classification Territory, serve the 
ports of Norfolk and Newport News, Va. In order to secure a 
share of the export traffic from the upper Mississippi Valley 
and the Middle West in general, these Pocahontas roads have 
found it expedient to make rates to the ports of Norfolk and 
Newport News on a very low basis, distance considered. In 
spite of the longer haul, they have made their rates to these 
ports the same as to Baltimore. Then, in order to avoid 
violations of the long-and-short haul clause, they have carried 
these low rates back to the inland Virginia Cities of Richmond, 
Petersburg, Lynchburg, and Roanoke. Merchants at North 
Carolina cities, such as Raleigh, Winston-Salem, Greensboro, 
and Charlotte, in distributing goods in North Carolina, have 
to compete with jobbers located at the nearby Virginia Cities, 
and they have used every influence to induce the carriers to 
maintain a narrow spread over the Virginia Cities. The routes 
through the Virginia Cities from Ohio River points to North 
Carolina have exerted a controlling influence in the determina- 
tion of the rates, which have heretofore been extremely low. In 


8In I. & S. Docket 1261. 
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order to bring the level of these rates somewhat in line with 
rates between the Ohio River and other points in Southern 
Territory, it will be necessary to advance them substantially.® 

From the Virginia Cities and the East to Carolina Terri- 
tory no changes in the Ist class rates are proposed, the rates 


® The following comparison of 1st class rates, showing those in effect immediately 
prior to the 10% reduction of July 1, 1922, as “present” rates, illustrates the effect 
of the proposed revision from the Ohio River Crossings and St. Louis to typical 
destinations: 


(All rates in cents per 100 lbs.) 


TO FROM 
ko  — 008; C————— ese 
ATLANTA SuB-TERRITORY Cincinnatr Lovuisvitte Evansvitte Sr. Louis 
Chattanooga, Tenn. ....... eee 119 119 119 165% 
Proposed 127 127 127 160 
Rowe, (Gai. isistee cece os cess Present 167% 167% 167% | 216% 
Proposed 155 155 155 185 
Atlantis. Gas. jec'sis v:0,0 50's 0s Present 167% 167% 167% 216% 
Proposed 160 160 160 190 
SMacon, (Ga. cece ssuors os § Present 167% 167% 167% 216% 
( Proposed 175 175 175 205 
Albany, Ga. ..... nis Sieteiee geet 205 205 205 256% 
Proposed 193 193 193 223 
elostare Gan nals hr chee ieee 227 227 227 280 
Rides, Proposed 208 208 208 238 
*Tack tied, Blane... J resent 149 149 149 196% 
Ly Tie (Proposed 208 208 208 238 
MontcoMery Svus-TERRITORY 
Decatur, Ala. ccsvccesees { Present 139% 124 124 170 
Proposed 142 127 127 160 
Birmingham, Ala. ...... 5 { Present 167% 152 152 200 
: ; Proposed 160 145 145 175 
Tuscaloosa, Ala. ......... J Present 184% 169 169 196 Y% 
5 Proposed 170 155 155 185 
* Present 169 153 153 202 
Montgomery, Ala. ...... { Proposed ee ses ree 1o0 
Present 215% 200 200 252 
PIREO Ycep Ala iireveiofoisrein's 0 si'8%0ie6 1 prentd 796 ae 7s ae 
Present 220% 205 205 256% 
WMothats Alas! 1 5¢ slates «6 Apeoeted SoS. ies ade a 
Mississipp1 VALLEY TERRITORY 
: Present D5 136 136 136 
Memphis, Tenn. ......... pee cbod res r56 586 556 
Present 208 193 193 193 
New Orleans, La. ....... +P recered pe ros ioe ee 
CAROLINA TERRITORY 
F . Present 134 134 149% 192 
Winston-Salem, N. C. .... WP ceicd ie a5 Bae, a56 
j§ Present 164% 164% 180 231 
ielariotte; IN. Ca oi se cieu.s ‘Proposed ire ve SOE ane 
. Present 164% 164% 180 231 
Ol Mpa os) Ga. eta oteieie oho. | Bete 187 137 ae er 


* Rates to these water competitive points are at present lower than to many 
intermediate points. 
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having already been revised under fourth section principles as 
previously stated. 


Readjustment of Rates from Virginia Cities to the South- 
east—The existing rates from the Virginia Cities to the 
Southeast are on a depressed level, distance considered. There 
are several reasons for this. In the first place, there is the com- 
petition for traffic from the Middle West into the Southeast, 
between the carriers via the Virginia Cities with those via the 
Ohio River Crossings. The rates covering such traffic have 
heretofore been made on the lowest combination; these com- 
bination rates were only equalized via the different gateways 
to a limited extent. Again, the competition among carriers 
reaching the several Virginia Cities tended to depress the 
rates. As has been explained above, the rates from the West 
to all of the Virginia Cities are the same, regardless of dis- 
tance, and the Southern roads which reach Norfolk and Rich- 
mond have heretofore made the rates from these points the 
same as from Lynchburg and Roanoke to all destinations in 
the Southeast and Mississippi Valley, although the distances 
from the last-named points are in many instances much less 
than from Richmond and Norfolk. This is particularly true 
of destinations to which the short line is through Bristol, 
Tenn. Finally, there is a water-and-rail route from Baltimore 
through Norfolk to the South, and fourth section observance 
compelled the use of Baltimore rates as a maximum from the 
Virginia Cities. Rates from the Virginia Cities to south 
Georgia points so made are about 20 cents, Ist class, lower 
than they need be, owing to the greater increases made in 
inter-terrtorial rates in 1920 from Baltimore than from the 


Virginia Cities and other border points lying within Southern 
Territory. 


I . 
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It is now recognized that the rates from the Virginia Cities 
into the Southeast are unduly low, and in revising them these 
principles are observed. 


1, They are advanced to be more nearly in harmony with 
rates from the West to the same territory for similar dis- 
tances. 

2. The Virginia Cities have been divided into two groups 
in making rates to Atlanta and points west of Atlanta, one 
group including Lynchburg and Roanoke, and the other 
Richmond and Norfolk. 

3. The rates to south Georgia territory are to be not less 
than from Baltimore via water and rail. 


Under this arrangement the Ist class rate from the Lynch- 
burg-Roanoke group to Atlanta is made the same as from 
Louisville and Cincinnati, namely, $1.60, while the rate from 
the Richmond-Norfolk group is made 8 cents higher. 


Readjustment from Eastern Points.—From eastern points 
the rates to Atlanta and other points in Georgia and eastern 
Tennessee are left practically unchanged. To Birmingham, 
Montgomery, and Selma, Ala., the Ist class rate is to be made 
15 cents higher than to Atlanta, this being the differential in 
the rates from Louisville, St. Louis, and similar points to At- 
lanta over Birmingham. To Mississippi Valley points it is as a 
rule necessary to advance the rates 10 cents, Ist class, to make 
them fit into the rest of the adjustment. 

The following figures (cents per hundred pounds) will 
illustrate the adjustment from Virginia Cities and the East: 
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Through Rates from C. F. A. Territory Proposed.—The 
most difficult feature of the revision was the question of rates 
from Illinois and Central Freight Association points to the 
South. For many years there have been certain through rates 
from all of this Middle Western territory to the South, such 
as those to the lower Mississippi River points, Memphis to 
New Orleans, and to the Gulf ports. Through rates have re- 
cently been established from Chicago and other Illinois points 
to interior Mississippi Valley points, but not from C. F. A. 
Territory. The rates which have heretofore applied from all 
of the territory in question to the Southeast and the Carolina 
territories, have been combination rates based on Ohio River 
Crossings. 

The Southern lines have proposed the establishment of 
through rates substantially less than the combination rates, 
but naturally do not desire to sacrifice revenue as a result. The 
proposed Ist class rate from Detroit to Greenville and Colum- 
bus, Miss., was $2.10, which is the maximum that could be 
applied under fourth section principles from Detroit to Bir- 
mingham. The short-line distances from Detroit to both Bir- 
-mingham and Atlanta are through Cincinnati and are approxi- 
mately the same. It is, therefore, considered proper to make 
the rate from Detroit to both points $2.10, and the rate from 
Chicago to Atlanta is made the same as from Detroit. Deduct- 
ing from this figure the rate of $1.60 leaves a difference of 50 
cents to apply between Chicago and Louisville, which is 56% 
of the present rate between those points. 

In order to afford a consistent relation between points of 
origin, the proposed rates from the whole territory were 
worked out on a differential basis. The differential was, as a 
rule, made approximately 56% of the local Ist class rate from 
each point or group of points to the nearest Ohio River Cross- 
ing. This results in making the rates from Chicago to At- 
lanta the same as from New York, all-rail, namely, $2.10, and 
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means a reduction of 47 cents, Ist class, in the former com- 
bination rate of $2.57, with corresponding reductions to the 
Southeast generally. 

From the eastern part of C. F. A. Territory to the lower 
Mississippi River Crossings and Gulf ports the rates were 
advanced sufficiently to present an adjustment consistent with 
that proposed to the Southeast. To Carolina Territory a 
similar basis is used, the through rates not being higher than 
those made by combination of the local rates via the Virginia 
Cities. 

Rates from the Buffalo-Pittsburgh zone have been pro- 
posed on the same basis as from Central Freight Association 
Territory. 

Rates from Carolina Territory to Southeastern and Mis- 
sissippi Valley points are made as differentials under the rates 
from Richmond, Va., the distances being somewhat less. 


Readjustment within the Southeast.—In place of the exist- 
ing confused rates between points within the Southeast, the 
carriers have proposed a consistent readjustment conforming 
to the long-and-short haul clause in which distance has been 
followed as a guide. A mileage scale covering distances up 
to 460 miles has very generally been proposed as the basis and 
is in all cases observed as a maximum. This scale—which re- 
sembles the C. F. A. Scale in construction—begins with 30 
cents, 1st class, for hauls of 5 miles and less, and is graded 
up to reach $1.60 at 460 miles, which is approximately the 
average distance from the Ohio River Crossings to Atlanta. 
At the hearing on these rates one of the carriers’ witnesses 
presented data to show that the average actual terminal expense, 
without adding anything for the cost of transportation, is 
30 cents per 100 pounds on less-than-carload merchandise. 

The carriers propose to eliminate all less-than-carload 
“exceptions” to the classification. Carload “exceptions” 
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would be temporarily retained and replaced later by com- 
-modity rates. These exceptions are so lacking in uniformity 
and consistency that their elimination is essential to a non- 
discriminatory rate structure. 


Summary.—Railway freight rates in the Southeast have 
been relatively low, considering the sparseness of the traffic. 
In the first place, water competition has made the rates from 
the North to the South especially low. The rates to the South 
Atlantic and Gulf ports are held down by direct water com- 
petition, while those from the East to the interior South- 
eastern points must be made with relation to the water-and- 
rail rates, the level of which is strongly influenced by 
potential water competition at many jobbing centers located 
on navigable rivers, such as Augusta, Macon, and Columbus, 
Ga., Montgomery and Selma, Ala., and Nashville, Tenn. 
Mississippi River points, such as Memphis, Vicksburg, and. 
New Orleans have had the advantage of extremely low rates 
from Chicago, St. Louis, and Central Freight Association 
Territory, generally, on account of water competition on the 
Mississippi River. The low rates to Atlanta have held down 
the rates to the intermediate Carolina Territory. The rates 
from the West to the Virginia Cities are abnormally depressed, 
and this situation has been reflected in the rates to the nearby 
North Carolina cities. Finally, competition between the 
carriers has caused very low rates between interior southern 
manufacturing and distributing centers, and between such 
points and the southern ports for relatively short hauls. 

In general, it may be said that in the past distance and 
cost of service have, in too many instances, not been given 
proper consideration in the fixing of rates in the South. Fur- 
thermore, lack of uniformity in rate scales, the great number 
of classification exceptions, and the discrimination arising 
from the activities of the state rate-regulating bodies, have 
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brought about a situation where only a radical revision along 
systematic lines can prevent the continuance of the dissatisfac- 
tion and litigation which have been so common in the past. 
It is to meet these conditions that the carriers have under- 
taken a readjustment of freight rates so far-reaching. In 
general, the principles underlying the revision submitted to 
the Interstate Commerce Commission may be summed up as 
follows : 

1. Distance is given careful consideration in fixing the 
new rates, but groupings of origins and destinations have been 
retained where experience has shown them to be fair to all 
interests. The adjustment proposed in this respect may be said 
to resemble somewhat the system of rates between Eastern 
Trunk Line Territory on the one hand, and Chicago and C. F. 
A. points on the other hand. For the short hauls, distance is 
made the controlling factor, rates for the distances up to 200 
miles having been made almost invariably on a mileage scale. 

2. Water competition has been ignored to the greatest 
extent practicable and the rates placed on a “dry-land” basis, 
_ long-and-short haul departures via the direct lines being elimi- 
nated. The Commission has been asked, however, to grant 
the relief necessary to allow circuitous lines or routes to meet 
the rates initiated by the direct lines without applying them 
as maximum rates at intermediate destinations on the indirect 
routes beyond the equidistant points. This relief is necessary 
because there are many routes over which traffic can be 
handled from the North into the South, all of which are in 
strong competition with one another, and the same situation 
exists between points within the South. If the application of 
rates to competitive points were restricted to the shortest 
routes between any two points, the result would probably be 
congestion on the direct lines and, furthermore, the public 
would be deprived of the advantage which it derives from 
competition between the carriers. 
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3. Rates will be made the same in both directions. 

4. It is the plan of the carriers to do away with the numer- 
ous existing discriminations between shippers having the ad- 

_ vantage of intrastate rates and those using interstate rates. 

5. Exceptions to the Southern Classification on merchan- 
dise traffic are to be discarded, thereby removing undue dis- 
criminations and preventing the continuance of the confusion 
and dissatisfaction arising from the existence of dozens of 
different classifications and exception sheets ‘within a limited 
area. 

6. A uniform percentage relationship of classes has been 
suggested for the purpose of making each class of merchan- 
dise bear its proper proportion of the total cost of transpor- 

tation, and for the further purpose of bringing the 

relationship of classes in the South nearer to that in effect in 
other sections of the country, thereby simplifying the problem 
of working out a uniform classification for the country as a 
whole. 

An important feature of the new plan is that it tends to 
break down the isolation of the South as a traffic territory. 
Under the new arrangement through rates are proposed from 
C. F. A. Territory to the entire South, instead of the former 
combination rates which were constructed by combining the 
Northern rates to the Ohio River Crossings or the Virginia 

_ Cities and the rates from those points to the South. The 
establishment of these through rates would consequently re- 
duce the advantage of Louisville and other Ohio River points 
and the Virginia Cities, but favor the manufacturers in C. F. 
A. Territory. It is part of the plan of the carriers, which 
they have not yet fully worked out, to follow this up with 
the publication of through rates on commodities moving from 
Western Trunk Line Territory and from points in Texas and 
the rest of the Southwestern territory. 
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Water Competition—In conclusion, we may note that 
ocean competition will always strongly affect Southern rates. 
It is this competition which enabled the water and rail routes 
to control the adjustment of rates from eastern cities to the 
greater part of the Southeast, including all points east of 
Chattanooga, Birmingham, and Selma, which is known as 
“differential territory.” 

If the rail rates to this territory were put on a strictly 
distance basis, the charges through the South Atlantic ports, 
even if made a combination of rates to and beyond these 
ports, would be so much lower than via all rail to many 
destinations as to make it impossible for the rail lines to 
compete for the traffic. This is unquestionably true of points 
near the coast, such as Macon and Valdosta, Ga., and probably 
of points as far west as Columbus, Ga. Just as the rates 
across the continent to San Francisco are affected by the 
Panama Canal to a greater extent than are those to a western 
inland point such as Reno, so there will always be a tendency 
toward lower rates to points in Southern differential territory. 
Moreover, competition between these differential points and 
others farther inland will tend to hold down the rates from 
Central Freight Association Territory points to all the South- 
eastern Territory. . 

Thus we see how complicated is the establishment and 
maintenance of a uniform rate structure throughout the South 
on a dry-land or distance basis. 


CHAPTER XXIV 
THE TRANSCONTINENTAL RATE-STRUCTURE 


The Territory—The problem of transcontinental rates 
originally concerned only traffic shipped to Pacific Coast ports. 
With the development of the West, however, traffic to inter- 
mediate points in the Rocky Mountain states came to be 
involved, the rates to such points being based on the rates to 
the coast. The carriers immediately concerned were those 
whose lines extended west of the Missouri River. Trans- 
continental rate territory may be said roughly to include the 
coast states of California, Oregon, and Washington; and in 
addition the states of Nevada, Montana, northern Idaho, and 
the western parts of Utah and New Mexico. Vancouver and 
Victoria in British Columbia also lie in this territory. 

As the name “transcontinental” implies, the problem to be 
discussed in this chapter concerns rates between Transcon- 
tinental Territory and other territories to the east—not rates 
within Transcontinental Territory. Eastern Territory, from 
the transcontinental point of view, includes all of the United 
States east of a line extending northward from EI Paso, Tex., 
west of Denver and Cheyenne, to the head of Lake Superior 


(see Fig. 31). 


The Background of the Transcontinental Rate Problem.— 
At the bottom of the Transcontinental rate problem lies water 
competition and especially competition via the Panama Canal. 
Prior to the opening of that canal the railways were able to 


1See Fig. 27, page 329. ’ 
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meet the competition of ocean carriers by way of Cape Horn 
or by the Gulf of Mexico and the Tehuantepec route without 
much difficulty, and a satisfactory adjustment of rates was 
reached with relative ease. The opening of the Panama Canal, 
however, cut the sailing time by at least two-thirds and re- 
quired sharp reductions in the all-rail rates across the con- 
tinent to the Pacific ports. Rates to and from Pacific Coast 
ports had to be made so low that if they had been applied 
to all western points the Transcontinental roads would have 
lost money. Accordingly, they made the reductions applica- 
ble only to coast territory where they met the competition of 
the ocean carriers, and charged higher rates to intermediate 
points on their lines. 

The higher intermediate rates were made on the basing 
point system, that is, the rate to such a point as Spokane, 
Wash., was made by taking the rate to Seattle and adding 
thereto the local rate back from Seattle to Spokane. 


The Subdivisions of Transcontinental Territory and Di- 
verse Interests——This situation has given rise to two great 
rate territories, each of which contains two different and con- 
flicting interests : 

1. Transcontinental Territory, the extent of which has 
already been stated, may be divided between the coast points 
and inter-mountain, or back-haul territory. (a) The coast 
points include Pacific Coast terminals.” (b) East of these 
coast towns lies the inter-mountain territory including such 
points as Spokane, Walla Walla, Yakima, in Washington; 
Pendleton and Huntington in Oregon; Reno, Nev.; Marys- 
ville and Fresno, Cal.; and Phoenix and Prescott in Arizona. 
This territory is divided into “California Intermediate Ter- 


2 Aberdeen, Anacortes, Bellingham, Cosmopolis, Everett ‘ 
Bellingham, and Tacoma, Wash.; Astoria and Portland, "Ont Nee mpeate a 
Prince Rupert, Vancouver, and Victoria, B. C.; and East San Pedro Oakland Rich. 
mond, San Diego, San Francisco, San Pedro, and Wilmington, Cal. Paes 
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ritory’ and ‘North Pacific Intermediate Territory,’ with 
several subdivisions within each sub-territory. 

These two groups in the Western Territory have diverse 
interests in that the coast towns support the carriers in their 
tendency to make low rates to the terminals and retain higher 
rates to the intermediate points, while the inter-mountain 
towns resist this tendency and demand that the railways make 
rates to them which shall be at least no higher than to the 
coast. 

It is to be noted that the contentions of the inter-moun- 
tain shippers are based upon jobbing interests rather than 
upon those of manufacture. The jobbers in the inter-moun- 
tain territory are in competition with jobbers on the coast, 
and they resent lower rates to the coast which enable the 
jobbers there to secure goods at less cost and come back 
into the territory occupied by them. There is relatively little 
manufacturing in this region and it depends for its manu- 
factured products largely upon the territory lying east of the 
Mississippi River and north of the Ohio. 

2. The Eastern Territory is occupied by two diverse in- 
terests consisting of: (a) the Atlantic Coast ports and interior 
points adjacent thereto, and (b) middlewestern points center- 
ing around Chicago. The Atlantic ports desire to retain the 
full benefit of the low water rates from coast to coast and 
object to the making of low rail rates from middlewestern 
points which would enable the manufacturers there to com- 
pete with them on the Pacific Coast. On the other hand, the 
middlewestern points insist that it is for the benefit of the 
whole country that they should be allowed to find an outlet 
for their products in western markets in competition with the 
eastern seaboard producers, and to that end ‘demand low 
Transcontinental rail rates. 

Their claim is not based so much upon the existence of 
direct water competition by way of the Panama Canal— 
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although the rail-water rate via New Orleans or Galveston 
and the Gulf of Mexico does enter the question—as it is upon 
market competition: the middlewestern points desire to be 
given rates which will enable them to compete with the Atlantic 
seaboard for the markets of the Pacific Coast. Of course, 
they also insist on the advantage of a shorter rail haul. 

As a result of market competition between eastern and 
middlewestern points, Transcontinental commodity rates, 
both east and westbound, have been largely “blanketed,” and 
are often the same to or from the middle west as to or from 
the Atlantic Coast. 

A third distinct interest might be added to those in East- 
ern Territory, for Missouri River points desire to be included 
with middlewestern points, such as Chicago, in securing the 
low rates to the coast on the ground of water and market 
competition. For example, at a hearing in November, 1921, 
the Chambers of Commerce of Hutchison and Wichita, Kan., 
were represented and insisted that their relative nearness to 
the coast entitled them to share on a percentage basis in pro- 
posed low rates from more eastern points. 

With this sketch of the territory and the interests in- 
volved in mind, we may now consider recent developments in 
the Transcontinental rate structure. It is to be remembered 
that in the Transcontinental rate structure “commodity rates” 
are much more important than “class rates,” and carload ship- 
ments greatly predominate. The spread between the carload 
and the less-than-carload rates is wide. Accordingly, most of 
what follows concerns commodity rates on carload shipments. 


History of Transcontinental Rates.—In 1910 the Interstate 
Commerce Act was amended so as to give the Interstate 
Commerce Commission greater power to prevent violations of 
the long-and-short haul principle, the amendment requiring 
the carriers to apply to the Commission for authority to con- 
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tinue each individual departure from that principle. Accord- 
ingly, the carriers made application for a continuation of 
the relatively low rates which they had been charging from 
the East to Pacific Coast points, while the inter-mountain 
cities, among which Reno was prominent, ob jected.® 

In 1911 the Commission handed down a decision which, 
while it granted the “relief” from the long-and-short haul 
clause requested by the carriers, somewhat modified the old 
rate structure in the direction of reducing the discrimination 
_ against inter-mountain points. Very briefly stated, the Com- 
mission’s decision authorized lower rates from the East to the 
coast than to inter-mountain points, but limited the amount of 
the difference in rates from those eastern points at which water 
competition was not actually effective. 

This idea was carried out dividing the Eastern Territory 
into five groups and authorizing the railways to charge rates 
from the various groups to inter-mountain points which dif- 
fered widely in the amount by which they exceeded the rates 
to coast points. Group IV embraced Trunk Line and New 
England Territories, from which water competition is most 
effective, and from this group the carriers were authorized to 
apply such low rates to the coast that they could add 25% 
thereto in making their rates to inter-mountain points. At 
the other. extreme was Group I, which embraced all Eastern 
Territory west of and including Duluth, St. Paul, Omaha, 
and a line south to the Gulf. From Group I points, rates to 
the coast points could not be lower than rates to inter-moun- 
tain points. In between lay Groups II and III, including re- 
spectively, Chicago together with middlewestern points, and 
Buffalo-Pittsburgh territory. From these groups, rates to the 
inter-mountain region could exceed those to the coast by only 
7% and 15% respectively. Southeastern Territory was in- 
cluded in Group V, and down to 1918 no through rates were 


2 See Reno Case, 19 I. C. C. 238. 
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available from this group. Then the United States Director- 
General ordered through rates to western points similar to 
those from the territory north of the Ohio. 

This arrangement, which allowed the maximum discrimi- 
nation to coast points from seaboard territory and graded 
down the amount of discrimination till it reached zero in 
Missouri River territory, both operated to help the middle- 
western manufacturer by giving him somewhat lower rates 
to the coast, and at the same time protected the inter-mountain 
jobbers sufficiently to allow them to maintain their business 
in competition with the jobbers at Missouri River and Pacific 
Coast points. 

Nevertheless, the Commission’s decision was protested and 
was enjoined by inferior courts. In 1914 the Supreme Court 
upheld the decision,* and the arrangement above described 
became effective. 


Panama Canal Competition—Meanwhile, the Panama 
Canal had come into operation, in 1914, and had begun to 
make water competition more intense. The canal both reduced 
the operating expenses of ocean carriers and enabled them to 
give better service. Consequently, they reached further inland 
from both the eastern and western coast terminals, and took 
a growing volume of: traffic from the railways. In 1915, 
therefore, the Interstate Commerce Commission authorized 
still greater “relief” to the rail carriers in the way of enabling 
them to make lower rates to the coast without reducing their 
charges to inter-mountain points.” This was done (1) by 
changing the amount of relief from the long-and-short haul 
clause which was given to the different rate groups in Eastern 
Territory, and (2) by dividing the traffic into three groups 
according as it was more or less subject to water competition. 


4 Inter-mountain rate case, 234 U. S. 276. 
532 I.C.C. 611. 


Ch. 24] TRANSCONTINENTAL RATE STRUCTURE 399 


Schedules of Commodities——One of the most important 
parts of this arrangement was the classification of commodi- 
ties into three “schedules”: Schedules A, B, and C. Schedule 
~ A included traffic which was not affected by water competition, 
such as musical instruments, glass, and bicycles, and on com- 
modities which fell under this schedule no lower rates were 
authorized to the coast than to inter-mountain points. Under 
Schedule B came commodities such as agricultural implements 
and light sheet steel, on which water competition was only 
potential or slightly effective, and the rates on such commod- 
ities were allowed a maximum discrimination against the 
inter-mountain points of 25%, which was the same as in the 
IQII arrangement. Schedule C, which included the greatest 
volume of traffic, consisted of commodities, such as iron and 
steel articles, paint, paper, and stoves, on which actual water 
competition was keen, and the carriers were authorized to 
make greater discrimination against inter-mountain points 
under conditions described in the next section. 


Territorial Groups.—The basis for the rates on Schedule C 
commodities from all the eastern groups was laid in the rates 
from Missouri River territory (including what the carriers 
call Group F points and those west thereof). It was provided 
that when the rate to the Pacific Coast terminals was not 
extremely low—that is, when it was 75 cents or more—the 
rate from the Missouri River territory to intermediate points 
was to be not less than that to the coast terminals. In other 
words, for cases in which a rate of 75 cents or more could 
be charged, no relief from the long-and-short haul clause was 
given to Missouri River territory on shipments to the coast. 
When, however, the rate to the Pacific Coast terminals was 
less than 75 cents per hundred pounds, it was provided that 
the rate to intermediate points might be somewhat higher but 
should not exceed 75 cents per hundred pounds. Under this 
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provision the carriers might make as low rates as they desired 
on traffic to the coast, but when they made very low rates 
they could not exceed 75 cents to the inter-mountain points. 
This changed the situation from that existing under the Com- 
mission’s ruling of 1911, in that the earlier ruling afforded 
no relief to Missouri River territory, while the later one 
allowed a limited relief in the case of rates which were under 
75 cents per hundred pounds. 

From the rate groups which lay east of the Missouri 
River territory, rates to the inter-mountain points were author- 
ized which would exceed those from Missouri River territory 
by certain fixed amounts, ranging from 15 cents to 35 cents 
on carload traffic, and from 25 cents to 55 cents on less-than- 
carload traffic. For example, carload rates to inter-mountain 
points from Chicago—St. Louis territory (embracing the car- 
rier’s rate Groups D and E) might be as much as 15 cents 
higher than the rates from Missouri River territory; while 
from Boston—New York—Philadelphia territory (Group A 
points) carload rates to inter-mountain territory might be as 
much as 35 cents over those from Missouri River territory. 
Clearly, the whole scheme hinged on the Missouri River rates, 
and as already stated, the provision there was that in the 
case of rates under 75 cents the carriers might go as low as 
they pleased in their charges for the haul to the coast terminals, 
while maintaining a rate of not over 75 cents to the inter- 
mountain points. 

One effect of this arrangement was to give a decided ad- 
vantage in inter-mountain territory to middlewestern points 


such as Chicago, both in the jobbing business and in 
manufacturing. 


Reduced Water Competition Brings Long-and-Short Haul 
Application—The foregoing commodity rate adjustment, 
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while well adapted to meet the needs of the time, was soon 
forced out of existence by changing conditions. To begin 
- with, the canal was blocked by a serious slide during parts 
of 1915 and 1916. At the same time, the great European 
War had created a demand for ocean shipping which made 
it profitable to divert tonnage from the inter-coastal trade. As 
a result of these things, canal competition ceased to exist. 
During 1916 various adjustments to meet the new situa- 
tion were proposed, but the final settlement came about 
through a case brought by one of the inter-mountain cities, 
Spokane, which claimed that under the changed circumstances 
there was no good reason for lower rates to the coast than to 
the back-haul territory. 

In 1917, the Interstate Commerce Commission handed 
down a decision which wiped out practically all the old rate 
adjustment. It decided that (1) not only were the rates 
under Schedules B and C to the Pacific Coast terminals too 
low, but that (2) the westbound commodity rates to the ter- 
minals should not be lower than those to the intermediate 
points; and that (3) the eastbound commodity rates on barley, 
beans, etc., should be adjusted according to the long-and-short 
haul principle. In making this decision, the Commission 
recognized that the new adjustment probably could not be 
maintained permanently, but it seemed to be the logical thing 
in view of the virtual disappearance of water competition. 

Accordingly, in 1918, when certain inter-mountain cities, 
emboldened by the success of Spokane in 1917, sought to in- 
duce the Commission to go further and grade rates on a dis- 
tance basis so that those cities would enjoy lower rates from 
and to the East than the coast terminals, the Interstate Com- 
merce Commission refused to grant their request. Water 
competition was already beginning to become effective again. 
From that time on, traffic by way of the canal increased 
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until in 1922 the tons of cargo carried through the canal in 
United States vessels were 4,950,000, and the coast-to-coast 
traffic was about 25% of the total canal tonnage. 


Present Commodity Rate Adjustment.—As a result, the 
Transcontinental railways sought relief in the shape of lower 
westbound rates to the coast. In spite of the water competi- 
tion, however, the Commission felt compelled to deny the 
railways’ petition almost in its entirety.* The only relief given 
from the provisions of the long-and-short haul clause was on 
barley, beans, canned goods, rice, dried fruit, and asphalt 
from the California terminals to New York via Galveston; 
and on crude sulphur from points in Louisiana and Texas to 
San Francisco and northern Pacific terminals. Thus the status 
of domestic Transcontinental rates at present is much the same 
as that which came into existence under the decision of 1917, 
and in most cases the rates to and from the Pacific Coast are 
the same as or similar to those which apply to and from 
inter-mountain cities. 

As a result, the Transcontinental railways were in 1922° 
and 1923 much handicapped in their competition with the 


inter-coastal water carriers and they lost a great deal of 
tonnage. 


Restoration of Old Rate Structure Refused by Commission. 
—The reasons for the Commission’s refusal to restore the old 
situation which allowed lower rates to the coast are chiefly 
based on the Transportation Act of 1920.7 Under this Act} 
the application of the long-and-short haul clause is made more 
stringent. It is provided that the Commission must specifically 
authorize any relief from that clause, and that in giving such 
relief it shall not go so far as to allow any charges which 


——_$_ 


674 I. C. C. 48 (November, 1922.) 
7 See page 545. 
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are too low to be reasonably compensatory for the service 
performed. In making its decision the Commission also noted 
that Congress had expressed itself in favor of aiding water 
competition. 

The principles which governed the Commission were 
stated as follows: 


1. Rates must be more than enough to cover the extra 
or additional expense of handling traffic. That is, rates to 
the coast could not be made so low that there would be 
any doubt in the Commission’s mind as to their being rea- 
sonably compensatory. 

2. Rates must not be so low as to impose a burden on 
other traffic, which is to say that rates to the coast would not 
be authorized if they should seem so low as to compel traffic 
to the inter-mountain points to pay higher rates than would - 
otherwise be necessary. 

3. Rates must not jeopardize a fair return on the value 
of the carrier’s property (as provided in Section 15a of the 
Act )e 

4. Rates must not be low enough to threaten the existence 
of water carriers. 


It is apparent that a great deal of rather exact cost data 
will be required to demonstrate to the Commission that the 
carriers are warranted in making lower rates to the coast 
than to intermediate points. The competitive situation can no 
longer be the determining factor. 


Class Rates—In making Transcontinental “class rates,” 
the eastern half of the country is divided into twelve zones 
called “groups,” and lettered from A to M (Fig. 31). This 
arrangement is illustrated by the following table of class rates 
to California terminals, the rates being quoted in cents per 100 
pounds. (Classes 3-4 and B-D omitted.) 
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To points taking terminal CLASSES 
tates (via all-rail routes) 
from points taking 


I 2 5 A E 
Group A and Krates..... 555 480 285 288 158 
peeks and) Ty 00 Lit. 540 465 277% 281 150 
pm venicl IVI Soren. 525 455 270 273 147 
eee) +i 6? Ae 510 443 263 266 135 
aD Sowa: 495 428 252 258 128 
ne pu ete 450 390 240 240 117 
a Gs: a eae 420 363 225 225 117 
a he weer 4 20 363 225 225 7 


i ape te 366 207A alee 17 197 95 


Group A extends from the Atlantic Coast to Buffalo- 
Pittsburgh territory; Group D includes most of Illinois and 
Wisconsin; Group F embraces Missouri River points; etc. 
The groups lettered K, L, and M are the Southeastern counter- 
parts of A, B, and C, respectively, and take the same rates. 

The class rates to North Pacific terminals are the same, 
except that, on account of greater distance, the rates from 
Groups G and H are somewhat higher. The interior western 
coast points take the same rates as the coast terminals, while 
such inter-mountain points as Reno and Spokane have some- 
what lower class rates. 

The eastbound class rates are much the same as the west- 
bound, but tend to be somewhat higher in the case of inter- 


mountain cities. 


CHAPTER XXV 
EXPORT AND IMPORT RATES 


Relation of Export and Import Rates to Foreign Trade.— 
A moment’s reflection will show that there is a close relation 
between railway rates and foreign trade. Indeed, in foreign 
countries, it has long been a part of systems of protection to 
domestic industry to make special adjustments in railway 
freight rates, either in the way of reductions to encourage 
domestic producers, or of increases to protect the home 
markets from the competition of imported commodities. 

The effect of railway rates on foreign trade may be exerted 
in several ways. Such rates, being a part of the cost of trans- 
porting goods to foreign ports, may, if they are not properly 
adjusted, be so high as to prevent domestic manufacturers at 
interior points from competing abroad. Or, on the other 
hand, the rates may be so high as to prevent interior points 
from competing at domestic ports and territory adjacent 
thereto, with the imported products of foreign producers. As 
illustrating this latter condition, the United States manufac- 
turers of heavy chemicals have complained bitterly that al- 
though they have brought their prices, f.o.b. works, down to 
a point where they are as low as, or lower than the prices of 
foreign producers who are shipping goods into this market, 
they are unable to compete successfully because of the high 
freight rates which prevail from their works at interior 
points to the seaboard. As one of the principal markets for 
such chemicals as caustic soda is in New England, it is 
obvious that competition with England makes the domestic 
freight rate an important factor. 
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One phase of this matter is the part that rail rates on im- 
ports may play in encouraging domestic industry. For example, 
there are special import rates via Pacific ports on copra, which 
is the raw material for producing a certain kind of vegetable 
oil. These rates are made low by the railways to enable 
the crushers at interior points to compete on the Pacific Coast 
with the oil imported from the Orient. 

In short, railway rates, whether so designed or not, may 
be regarded as a part of the protective system. During the 
European War the question of protection to domestic indus- 
tries lost its importance for a time and export and import 
rates were largely abolished; but at the end of the war when 
the question of protection was again raised, the high rail- 
way rates were subject to a special complaint from the point 
of view of exporters and industries which demanded protection. 
It appeared that it was possible for the foreign producers of 
many commodities, including some farm products, to sell their 
goods on the American seaboard at lower prices than pro- 
ducers in the United States could make f.o.b. seaboard, and 
it was intimated at the White House that in readjusting rail- 
way rates due regard would be given to the extent of the 
tariff barrier which would be imposed upon imports. If trans- 
porting charges could be reduced, such reduction would make 
it unnecessary to place high tariffs on the products involved. 


General Nature of Export and Import Rates.—Export and 
import shipments between the United States and non-adjacent 
foreign countries all move on “combination rates,” that is, on 
rates which are made by taking the sum of the railway’s 
charge to or from seaboard and the steamship rate beyond 
the port.t 

But although the rail rate to the port is thus nominally 
separate, it may be regarded as in reality a “proportional” 


1To Canada and Mexico joint through rates are made. 
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rate, or part of a sort of through rail-and-water rate. Export 
and import rates are special rates made by the carriers to and 
from ocean ports, applying only on traffic which originates 
or terminates in foreign countries. In other words, these 
rates are made available only when the traffic is actually for 
export or import. Consequently, in practice the ocean and 
the rail rates must, in the long run, be interrelated. 

If no special export or import rates are named, however, 
the domestic rail rate must be used, plus such separate ter- 
minal or port charges as may be involved. Railway tariffs 
sometimes make the domestic rate include these charges. 

As illustrating the special character of export and im- 
port rates it may be noted that the shipper must take care to 
see that such rates are actually applicable to the particular 
country and port which he has in mind; for a rate may apply 
between given ports on imports but not on exports, or it may 
only have a limited application to or from some designated 
port within a foreign country. 


Export Bills of Lading.—The special character of export 
rates is further illustrated by the fact that export traffic may 
move on two different kinds of bills of lading: (1) through 
export bills of lading, and (2) domestic bills of lading. 

The carriers generally have arrangements with steamship 
companies for through export bills of lading, covering the 
movement of a shipment from the interior point of origin to 
the foreign destination, and the Interstate Commerce Commis- 
sion Act (Section 25) provides that the carriers shall name 
Separate charges for the rail and water portions of the through 
export rate and also the port charges if these are not included 
in the foregoing. ‘In all such cases, it shall be the duty of 
the carrier by railroad to deliver such shipment to the vessel 
as a part of its undertaking as a common carrier”; but the 


railway is not liable after delivery has been made to the 
vessel. 
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Goods, however, may be shipped to the port on a domestic 
bill of lading made in care of some person authorized to re- 
ceive them and then be shipped out on an ocean bill of lading. 
Import traffic generally comes into the ports on ocean 
bills of lading and then moves to interior points on domestic 
bills; but imports via Pacific Coast ports often move on 
through import bills of lading, 


Changes in Export and Import Rates.—In view of the 
special significance of export and import rates and the fact 
that they are subject to peculiar competitive influences, they 
are made subject to change on much shorter notice than is 
the case with domestic freight rates. The law states that “in 
consideration of unusual and special circumstances surround- 
ing the movement of traffic” for export or import, such rates 
may be reduced on only three days’ notice and may be raised on 
ten days’ notice. Obviously, this provision facilitates rapid 
change in such rates and it is not surprising to find greater 
fluctuations therein. 

In view of the foregoing fact, importers should eheene 
that the rail rate which is in force at the time an import ship- 
ment arrives is the one which will govern. Thus, in one 
case, a shipment of linoleum left Hamburg for San Francisco 
at a time when the rate in force on a through shipment via 
New Orleans was $1.10. Upon arrival at New Orleans, how- 
ever, it was found that the through rate had been canceled, 
leaving in effect a local rail rate from New Orleans to San 
Francisco of go cents, which was greater than the rail pro- 
portion of the through ocean-rail rate had been. Upon ap- 
plication for a refund down to the $1.10 through rate, the In- 
terstate Commerce Commission ruled against the shipper, thus 
establishing the principle already stated. 


Application of Long-and-Short Haul Clause.—One respect 
in which export and import rates have a special significance 
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concerns the application of the long-and-short haul clause of 
the Interstate Commerce Commission Act, which, it will be 
remembered, requires that rates shall be made with some 
reference to distance. This clause applies to export and 
import rates, but in its application an export rate must be 
compared with another export rate, and an import rate must 
be compared with another import rate. Export and import 
rates, in a word, are not to be limited by the domestic rates be- 
tween the same points of origin and destination. An import 
rate, for example, covering a shipment from Galveston to 
San Francisco may be lower than the domestic rate applying 
between the same points over the same route. 


Chief Groups of Ports.—Before taking up the general 
statement concerning export and import rates which follows, 
it will be well to recall the various groups of ports in the 
United States through which such rates are made. These 
ports may be classified as follows: 


1. North Atlantic ports: 
(a) New York 
(b) “Out ports” (Boston, Philadelphia, Baltimore, 
etc. ) 
2. South Atlantic ports: 
(a) Virginia ports (Newport News, Norfolk, etc.) 
(b) Wilmington, Charleston, Savannah, Jacksonville 
3. Gulf ports: 
(a) Texas (Galveston, Houston, Port Arthur, etc.) 
(b) Other Gulf ports (New Orleans, Mobile, Pensa- 
cola, Gulfport, etc.) 
4. Pacific Coast ports: 
(a) North Pacific ports (Seattle, Portland, etc.) 


(b) California ports (San Francisco, Port of Los 
Angeles) 


The various Canadian ports should also be considered, as 
both exports and imports between the United States and 
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foreign countries may pass through Montreal, Halifax, or 
St. John on the east, and Vancouver on the west—to mention 
the chief ones. 


General Characterization of Import and Export Rates.— 
The chief import and export rate structures exist between the 
Central West and these various groups of ports, though ex- 
port and import rates of importance also apply between south- 
ern interior points and the South Atlantic and Gulf ports. 
The reason for this fact, of course, is that each port enjoys 
natural advantages in the territory adjacent to it—its “hinter- 
land’’—and this determines the flow of most export and im- 
port traffic within a fringe of territory lying all along the 
coast without any special rate adjustments. The chief prob- 
lem thus arises with regard to the movement of traffic from 
the center of the country—the Central West. 

The structure of import and export rates may differ from 
the domestic rate structures in two respects: (1) the export 
or import rates may be lower (or in exceptional cases? higher ) 
than the domestic rates; (2) they may establish a relation- 
ship between various points which is different from that which 
exists on the basis of domestic rates. Frequently groups of 
ports are “equalized” for export traffic, while the domestic 
rates to those ports are different. 

As a rule, export and import rates are lower than the 
domestic rates between the same points?; which comes about 
not so much from a desire of the carriers to protect. Amer- 
ican industry as from the force of competition. 


Reasons for Lower Export and Import Rates.—The chief 
reason for the relatively low export and import railway rates 
is to be found in the greater competition which affects foreign 
trade. Such trade may be subject to world competition. Con- 
sider the large number of competing routes which may be 


2 The only exceptions appear to arise from the process of equalizing various ports. 
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taken by a shipment from Liverpool to some interior point in 
the United States, such as St. Louis or Denver. The ship- 
ment may be brought by different steamship_lines to Montreal, 
Boston, New York, Philadelphia, Baltimore, Norfolk, New 
Orleans, or Galveston—to mention some of the more probable 
possibilities. From these points it may move by a score of 
different rail or rail-water routes to the interior. Or a ship- 
ment from China to New York might go east via San Fran- 
cisco and rail, or Vancouver and rail; east via the Panama 
Canal by an all-water route; or west via the Suez Canal to 
its destination. Rival seaports are actively seeking to secure 
the lowest rates inland with the object of building up their 
traffic. The railways, in their turn, are striving to develop © 
the industries of those sections of the country which they 
serve. And finally, various industries bring pressure to bear 
to secure relief through reduced carrying charges from the 
restrictive effect of protective tariffs. All these forces tend 
to keep export and import rates at a relatively low level. 

Special import rates, however, have, in the United States, 
been more numerous than the export rates, for the reason 
that such rates apply mostly either on the raw materials desired 
by our manufacturers or upon finished products which are 
not prceduced in this country. This indicates that one idea in 
making low import and export rates has been closely akin to 
that of “protecting” domestic industries. Even import rates, 
however, only apply to a relatively small part of the total 
quantity of commodities brought into this country from 
abroad. 


Free Time.—Both in judging the relative level of export 
and domestic rates and in determining port equalization, the 
special services given by the carriers at terminals must be con- 
sidered. If free lighterage* to shipside is given, or if a long 


© Transfer by barge from railway pier to a ship at some other pier or anchorage. 
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period of “free time” is allowed, it is an important factor. At 
New York and other North Atlantic ports it is customary for 
the carriers to allow shippers from ten to fifteen days’ time 
in which to make disposition of shipments for export, during 


which time no demurrage (penalty for failure to unload with-, 


in a specified time) is charged. If shipped on through export 
bills of lading, the longer time is allowed. Similar allow- 
ances are made at Pacific ports, while at others the allowance 
is irregular or is for a shorter period. 


Import and Export Rate Structure—In order to under- 
stand the present developments pertaining to export and im- 
port railway rates, some reference should be made to 
recent history and to conditions before the war, as normal 
conditions have not yet been entirely restored. 

On June 25, 1918, an order of the Director-General of 
Railways canceling all export and import rates became effective. 
This order, however, was made to apply only to the North 
Atlantic and Pacific ports, and as to the Pacific ports import 
rates were soon restored on many commodities on which there 
were no domestic commodity rates. For example, prior to June 
25, 1918, there was an import commodity rate on leaf tobacco 
in carloads from California and North Pacific ports to New 
York of $1.50 per hundredweight. The increased domestic 
rates which then became applicable were, from San Francisco, 
an all-rail commodity rate of $2.315 and from Tacoma the 
4th class rate of $2.815. Early in 1919, however, an import 
rate of $1.875 was re-established which was equivalent to the 
former import rate of $1.50 increased by 25%. Much the 
same course was taken with reference to numerous other 
articles. 

At present export and import rates are again in force, 
but in the case of the North Atlantic ports the carriers have 
been slower in returning to the old level of rates, and the Inter- 


/ 
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state Commerce Commission has even found it desirable to 
recommend lower rates on export grain via those ports. Since 
1918 export and import rates have on the whole been made with 
less regard to encouraging or protecting American industry, 
and with more regard to equalizing the various groups of ports 
to the end that all might share in export and import traffic. 
This change is easily explained in view of the decreased com- 
petition from foreign manufacturers. 

The chief factors affecting such rates have been the com- 
petition between various groups of ports—North and South 
Atlantic, Gulf, Pacific—which competition is backed by the 
several railways which serve the various groups of ports. A 
second factor is the competition among the several ports on 
each coast or among smaller groups of ports. Thus, not only 
do the Atlantic ports as a group compete with the Gulf ports 
for the export of grain, but there has been a long continued 
struggle to equalize the export grain rates among the several 
North Atlantic ports. | 


North Atlantic Ports——Import rail rates from the North 
Atlantic ports have in the recent past been mostly confined to 
commodity rates. The Trunk Line carriers prior to 1918 
made special proportional commodity tariffs on a list of about 
50 commodities, applying chiefly to Central Freight Associa- 
tion Territory. These commodities include such as crockery, 
fullers’ earth, kaolin, hemp and sisal, hides, bar iron, wood 
pulp, etc. These rates have been widely “blanketed,” or, in 
other words, a single rate has been applied to the whole C. F. 
A. Territory or to several percentage groups within that terri- 
tory. 

The problem of establishing differentials to equalize the 
several North Atlantic ports with respect to import traffic has 
been partly solved by making rates from Philadelphia and Balti- 
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more which, on classified freight, are lower than those from 
New York by the same differentials which have been allowed 
those ports on domestic traffic—2 cents and 3 cents respec- 
tively. Boston has long sought lower import rates than those 
from New York, contending that she should be able to meet 
Baltimore when the traffic moved on through import bills of 
lading, and that in the case of domestic bills of lading she 
should be able to meet the Canadian carriers. The Interstate 
Commerce Commission, however, has ruled that import freight 
rates from Boston should be the same as those from New 
York. Portland, Me., (via the Grand Trunk) and the eastern 
Canadian ports have special import rates to the Central West 
which are based on the rate from Baltimore. 

The transcontinental movement of imports from Europe 
destined for the Pacific Coast via Atlantic ports has been 
favored by the Transcontinental railways and on such traffic 
these carriers have made special import rates equal to those 
which apply from “group C” points. This means a difference 
of as much as 20 cents per hundredweight, 1st class, as group 
C lies as far west as Michigan and Indiana. Such traffic, how- 
ever, has not been large, since the greater volume of imports 
for Pacific Coast points comes in via Gulf ports or the Panama 
Canal. 

Export rates via the Atlantic ports are more important 
than import rates, for they involve a larger volume of traffic. 
Competition among the Trunk Lines, and the competition 
which the Trunk Lines meet from the Canadian carriers, 
the water route via Montreal, and the carriers serving 
the Gulf ports, have been extremely keen; and this has tended 
to make export rates very low, especially on the great agricul- 
tural staples. Naturally these rates have applied from points 
west of Trunk Line Association Territory. 

Even though export and domestic rates are not the same, 
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it is to be remembered that much export traffic - moves to the 
seaboard on domestic bills of lading, and the domestic rates 
are held down by the export situation. 


North Atlantic Port Differentials on Export Grain.— 
In view of the importance of export rate adjustments on grain 
traffic via the North Atlantic ports, it will be well to consider 
that subject rather fully at this point. The chief problem here 
is one of equalizing the ports. The City of New York has 
long claimed that ocean rates from Philadelphia and Baltimore 
are the same as those from New York and that the export rail 
rates from interior points should, therefore, be the same to all 
three cities. It is a part of this argument that any differential 
in ocean rates that may exist is due to the existence of inland 
differentials, and is made merely to equalize the through ocean- 
rail transportation charge. On their part, Philadelphia and 
Baltimore have contended that however the ocean rates may 
fluctuate, their ocean distance to Europe is much greater than 
that from New York and that, consequently, their costs of 
exporting, including insurance and the time factor, are greater. 
These ports contend that, as their ocean charges are higher 
than those from New York and Boston, their rail rates from 
western points should be correspondingly lower. 

Another argument advanced by New York in favor of her 
contention has been that transportation to that city is cheaper 
than to Philadelphia and to Baltimore on account of the low 
grades of the New York Central and West Shore roads, to 
which the Pennsylvania and the Baltimore and Ohio lines have 
replied that they have counter advantages in the shape of 
cheaper fuel, as the coal they consume lies along their lines. 

New York has urged that it has certain natural port ad- 
vantages which it should be allowed to enjoy without’ giving 
arbitrary advantages to other ports. To this Baltimore and 
Philadelphia reply that while New York and Boston have ad- 
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vantages in the water route which, upon the same through 
rate, would attract traffic to those ports, these advantages 
should be equalized so that not the through rate but the sum 
total of all advantages of transportation through the several 
ports should be made equal. It is also claimed by the repre- 
sentatives of these ports that they can transfer and load grain 
more cheaply than it can be done in New York, for the reason 
that they do not have to use lighterage and that they have 
adopted more efficient labor-saving devices; and accordingly, 
they maintain that their freight rates, including the terminal 
charges, should be lower. 

In most of these arguments New York and Boston have 
stood together in opposition to granting differentials to Phil- 
adelphia and Baltimore, but have split on the claims of Boston 
that on account of her less favorable location she should have 
certain special advantages for the purpose of enabling her to 
compete for export trade. 


The Commission on Port Equalization—As far back as 
1905 the Interstate Commerce Commission stated the gist of 
the issue in the following words: 


The real question is on what basis shall rates be equalized 
through the various ports. 

New York and Boston insist that the through rates should 
be made the same in amount by all the ports. The through 
rate is made by adding together the inland rail rate from the 
interior to the port of export and the water rate from the 
port of export to the foreign destination. These localities 
contend that if the water rate from a given port, is higher, 
the rail rate to that port may be correspondingly lower, but 
only sufficiently lower to make the through rate the same. 

They further contend that water rates are in fact sub- 
stantially the same from Baltimore and Philadelphia as from 
Boston and New York, and that, therefore, the inland rates 
to those ports should also be the same. 

Baltimore and Philadelphia urge that there are certain 
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advantages at New York and Boston in the water route which 
upon the same through rate would attract traffic to those 
ports at their expense, and they urge that these advantages 
should also be equalized so that not the through rate but the 
advantages of transportation through the several ports shall 
be made equal.* 


On the whole, the Interstate Commerce Commission has 
upheld the contentions of Philadelphia and Baltimore, and has 
lent its sanction to the long-established differentials under New 
York enjoyed by those ports. 

In one respect, however, the Commission has in part up- 
held the contention of New York which refers to the effect of 
rail differentials on ocean rates, namely, the claim that ocean 
rates depend on the differentials made by the railways serving 
the ports and that if there is a lower differential there will be 
a proportionally greater ocean rate. This point appears in a 
decision of the Commission made in 1912 in the supplementary 
Chamber of Commerce of New York case: 


It appears that the steamship lines plying from Boston, 
Phila ‘elphia, and Baltimore absorb or “get” as much of the 
differential inland rate as possible in their higher ocean 
rates .... and lines sailing from Baltimore and Philadelphia 
know that the inland rates are lower to and from those ports 
than to and from New York, that therefore they can get 
higher ocean rates at the out-ports. In other words, differ- 
entials to some extent operate as a bonus to the ocean carriers 
to bring traffic to and seek traffic at the ports where the 
lower inland rates apply. 


The Commission has not upheld the claims of Boston for 
lower export rates. Boston, for example, has claimed that she 
should have a differential under New York on export traffic, for 
the reason that her terminal costs are lower, but the Commis- 
sion ruled that even if this is true, Boston’s advantage in this 
respect is offset by her long land haul. 


417 I. GC. C. 65 (1905). 
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Relative Advantages of North Atlantic Ports——Before in- 
quiring in any further detail concerning the differential system 
established, let us consider the fundamental factors involved. 
If those factors are considered from a broad point of view, 
the whole matter may be summed up by comparing the relative 
advantages of the several ports. From such a point of view 
they include three aspects: (1) land transportation, (2) port 
facilities, (3) ocean transportation. The decisions of the 
Commission have been made in view of a consideration of all 
three of these points in combination, and the long-established 
system of differentials now in force is an attempt to equalize 
advantages with regard to the whole situation. It seems safe 
to say that the prevailing differentials are fairly just and are 
likely to persist for many years. 

When, however, each point is taken up separately, it is 
difficult to weigh the relative advantages of the ports. As to 
land transportation, there is little doubt but that the cost per 
ton-mile of the New York Central is normally less than that 
of the Pennsylvania railway which serves Philadelphia, or the 
Baltimore and Ohio which serves Baltimore. It appears, how- 
ever, that the distance from Chicago to Baltimore or Philadel- 
phia is so much less than that to New York that those cities 
may fairly claim an advantage in freight rates. As a matter 
of fact, they enjoy differentials in domestic traffic which have 
resulted from competition. Boston, on a distance basis, should 
not even enjoy so low a railway rate as New York and the 
utmost concession is made when she is allowed the same rate as 
that which applies to New York. 

As to ocean transportation, it is no doubt true that the 
ocean rate on full cargoes is virtually the same from Philadel- 
phia and Baltimore as from New York. Certainly ocean rate 
differences are not so great as formerly and not only is 
Boston’s advantage in this regard not so great as it once was, 
but in the case of low-grade traffic the disadvantage of Phil- 


420 RAILWAY RATES IN PRACTICE [Pte Iv 


adelphia and Baltimore is materially less than the amount of 

the railway differential. However, the ocean distance to Liver- 
pool from Philadelphia and Baltimore is considerably greater 
than from New York, involving, perhaps, a voyage of from 
one to two days of greater length and accordingly a greater 
cost. The marine insurance charge appears to be slightly 
higher than from Philadelphia and Baltimore. Furthermore, 
the “berth rates” which apply on parcel loads, as distinguished 
from “cargo rates” which apply on full cargoes, are consider- 
ably higher from Philadelphia and Baltimore because of the 
smaller number of liners which sail from those ports. We 
may safely say, therefore, that New York and Boston have 

some slight advantage in ocean rates. : 


Terminal Facilities—lIt is equally difficult to measure the 
relative advantages of the several ports regarded as rail-ocean 
terminals or transfer points. From this point of view, New 
York has the following advantages: 


1. Certain advantages as a harbor: 
(a) Long water-front. 
(b) Larger harbor area permitting anchorage and 
manceuvering. 
(c) Island location which allows vessels to dock in the 
heart of the city. 
2. More frequent sailings. 
. Faster and larger vessels. 
4. Larger volume of passenger traffic which helps support 
steamship lines. 
. Greater storage capacity. 
. Superior banking facilities. 
7. More highly developed option markets which facilitate 
hedging and dealing in futures. 


Ww 


Ow 


In all these respects, but more particularly with regard to the 
first five points, New York has an advantage over all other 
ports in the United States. 
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On the other hand, New York has certain disadvantages 
_ as compared with Boston, Philadelphia, and Baltimore. Her 
terminal facilities are more often congested and there are many 
‘wasteful practices. These are partly due to the practice of the 
railways of giving free lighterage, which removes the induce- 
ment to steamship companies to seek the most economical pier 
space. It is claimed that the cost of handling grain by lighter 
in New York is appreciably greater than that of loading directly 
into the vessel, as is the practice in other ports. In 1917 the 
Interstate Commerce Commission found that about 40% of the 
export grain passing through New York was handled by 
lighter at a charge of .9 of a cent per bushel. Probably, it 
does not cost much more than .5 of & cent per bushel to handle 
grain by elevator direct to a ship’s hold. 

The difference in handling costs is not large considered as 
an absolute figure, but an advantage of even an eighth of a 
cent per bushel may determine the port by which grain will 
move for export. Probably the fact that the port of New 
York gets the larger share of high-class tonnage, is one result, 
as a small advantage in cost will more readily divert shipments 
of low-class freight to the out-ports. 


Ex-Lake Grain—Thus far we have been discussing the 
port differentials in so far as the traffic, chiefly grain and 
flour, is hauled all-rail to the ports. A very considerable 
volume of grain, however, moves by lake to Buffalo and to 
the Lake Erie points, thence by rail to the Atlantic ports. 
This “‘ex-lake”’ traffic offers a somewhat different problem in 
making differential adjustments between the several ports. A 
glance at the map (Fig. 32) shows that Buffalo is about 
equally distant from New York, Philadelphia, and Baltimore. 
Consequently, one of the chief factors in establishing the port 
differentials on export rail traffic does not apply on rail-lake 
shipments. This question was first taken up by the Interstate 
Commerce Commission in 1905, when, on ex-lake grain, Phila- 
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delphia and Baltimore were both allowed a differential on 
wheat of .3 of a cent per bushel under the New York rate. 
Earlier cases had mentioned the problem, but it had apparently 
‘been assumed that as the origin of the ex-lake was the same as 
that of the all-rail shipments, the same differentials would ap- 
ply, an assumption which is obviously illogical, since it may 
be cheaper to ship by lake to Buffalo and thence to New York 
than it is to ship all-rail to Baltimore. Once the grain is at 
the Lake Erie point, Baltimore has no advantage over New 
York, even in distance. In fact, the sole ground for differen- 
tials on ex-lake grain is the advantage which New York has 
in ocean transportation. On this ground, therefore, the Com- 
mission ruled that .3 of a cent per bushel should be sufficient 
to equalize Philadelphia and Baltimore with New York, or in 
other words, to make shipments via all three ports equally 
attractive. 


Low Export Rates—Port Differentials on Export Traffic. 
—We are now in a position to understand the reason, not only 
for the relative low rates made on export and import traffic 
via the North Atlantic ports, but also for the port differentials 
on export and import traffic which make the rates via Balti- 
more and Philadelphia less than those of New York and 
Boston. As illustrating. the relation between domestic and 
export rates, the following statement is presented, showing 
both the all-rail and ex-lake rates on wheat from Chicago and 
Buffalo and the export railway rates on structural steel from 
Pittsburgh. 

This table shows that the export rates are often 25% or 
more lower than the domestic rates, and indicates how the rail- 
ways assist American industries in competing for the world’s 
markets. 

Merely to illustrate the difference between import and 
domestic rates, it is interesting to note that the domestic rate 
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Export RATES ON WHEAT 


Boston 


Seen eee ee ee eee en ee ee nel | 


Domestic] Export 


Wheat rates (per : All-rail, Chicago to North Atlantic ports....... 32¢ 223¢ t 
roo Ibs.)...... Ex-lake, Buffalo to North Atlantic ports....... 23.17¢ 15.17f 
es ad steel | All-rail, Pittsburgh to North Atlantic ports....] 363¢ 253¢ 


* Reshipped at Chicago. Proportional rates; chief use is for scaling intermediate 


on straw braid from Pacific Coast ports to Chicago in 1918 
was $4.25 a hundred, while at the same time the import com- 
modity rate was $1.75. Also the domestic all-rail commodity 
rate on leaf tobacco from San Francisco to New York was 
$2.315, while the import commodity rate was $1.50. 


Port Differentials—These differentials vary according to 
the commodity. On export grain, all-rail, Boston takes the 
same rate as New York, while the Philadelphia rate is 
1 cent under New York and the Baltimore rate is 1.5 cents 
under that via New York. On export flour the differential 
enjoyed by Baltimore is somewhat greater, being 2 cents per 
100 pounds under New York. The Boston and Philadelphia 
rates bear the same relation to New York as in the case of 
grain. On export grain products, other than flour, the 
differentials are 2 cents and 3 cents respectively—the same as 
the domestic differentials. Other cases are shown in the fore- 
going table; and, as already stated, the ex-lake differentials on 
wheat are .3 of acent per bushel. 


South Atlantic Ports——Import rates from South Atlantic 
ports to the Central West are more narrowly defined as to 
points of origin and apply to fewer points of destination than 
is the case with other groups. The rates from this group tend 
to equal that from Baltimore. The export rates are made with 
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AND STRUCTURAL STEEL 


OOS 


New Yorx PHILADELPHIA BALTIMORE 
Domestic Export Domestic Export Domestic | Export 
30¢* 223¢ 28¢ 213¢ 27¢ 21 
20.67¢ 15.17¢ 20.67¢ 14.67¢ 20.67¢ oe 
34¢ 25i¢ 32¢ 234¢ 3i¢ 223¢ 


points on Chicago—-New York basis. 


the purpose of equalizing these ports with the North Atlantic 
group. They generally differ according as the traffic originates 
at the Ohio River Crossings or in C. F. A. Territory; if the 
former, the rates are based on Baltimore, while from C. F. A. 
Territory they are approximately the same as to New York. 
This is especially true of export class rates. Wilmington, N. 
C., appears to be less advantageously situated as to export rates 
than the other South Atlantic ports. 


Gulf Ports——More and more of late the Gulf ports have 
gained in importance as centers for export and import traffic, 
and their increasing rivalry has led the Atlantic ports to 
demand a reduction in differentials allowed to the Gulf ports 
on such traffic. 

The chief factors which affect the export and import rates 
via the Gulf ports are: (1) the relatively high ocean rates from 
these ports, and (2) the unbalanced character of the traffic 
of the carriers which serve them. Ocean freight rates to the 
British Isles from the Gulf ports in January, 1921, were quoted 
at about 5 cents per cubic foot or 15 cents per 100 pounds 
above those from the North Atlantic ports. Such differences 
naturally require considerable railway differentials if these 
ports are to be equalized. The bulk of the railway traffic of 
the Gulf carriers is south bound, which makes possible low 
railway rates on export traffic, but more especially results in 
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a tendency to make reductions on import traffic in order to- 
help fill their cars and prevent an empty back haul. | 

Prior to 1907 no great volume of exports or imports moved — 
via the Gulf ports. The Atlantic ports are nearer the great 
interior producing and consuming territory, and, above all, 
their ocean shipping facilities were much more highly devel- 
oped than those of the South. Only about 20% of our exports 
used to move out via the Gulf, and but 5% of our imports came 
in that way. 

About 1907 the import rate situation at the Gulf ports 
came to a head, and especially it appeared that steamships 
could not serve those ports adequately unless they were to bring 
in import cargoes as well as carry away exports. At the same 
time, as just noted, the railways badly needed traffic to fill their 
empty northbound cars. Accordingly, differentials based on 
the New York rate were established for import traffic from 
Europe and Africa to middlewestern points, which differ- 
entials ranged from 18 cents under the New York rate on Ist 
class traffic down to 6 cents on 6th class, and 6 cents on com- 
modity rates. On traffic from Asia, Australia, New Zealand, 
and the Philippines, however, import rates were the same as 
those from New York; and from other countries the rates 
were mostly based on Baltimore. For import rates from the 
Gulf, the central western points were blanketed, and the rates 
were made equal from all Gulf ports, except that Key West 
was charged a differential over the others. 

A number of special import commodity rates apply from 
Gulf ports to southern interior points—on fertilizer materials, 
asphalt, gum chicle, manganese ore, sugar, etc. Such rates 
usually equalize the various ports and are often constructed 
by taking the lowest domestic rate in effect from any port and 
applying it to all the others. 

An important part of the import traffic via Gulf ports 
moves to the Pacific Coast, and the Transcontinental lines 
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(especially the Southern Pacific) have maintained westbound 
proportional tariffs on imports covering a long list of com- 
-modities, naming rates considerably lower than the domestic 
rates. 


Export Rates via Gulf Ports—From central western points 
to the Gulf ports both class and commodity export rates have 
been established. From C. F. A. Territory these rates are 
generally the same as to New York or to Baltimore, while 
from points west of the Mississippi it has been more common 
to equalize the Gulf ports by applying to all of them, from 
Pensacola to Galveston, the rate in existence to some pivotal 
point such as New Orleans. 

On export grain from the Illinois group of middlewestern 
points to Gulf ports there has been a 6 cent differential under 
Baltimore. This differential was somewhat reduced by a rate 
cut made by the Eastern lines to Baltimore in September, 1921, 
but the Illinois Central and other lines extended to the Gulf 
have sought to make reductions which will restore the old 
differentials and secure for them a larger share of the traffic. 

In 1921, the export rate on agricultural implements from 
Chicago to New Orleans and Gaiveston was 39 cents per hund- 
red pounds, as compared with 45 cents to New York; thus 
the 6 cent differential, so common on import traffic via Gulf 
ports, was also applied on exports. Special export rates are 
also made on petroleum and its products, and there are many 
special rates on traffic for Cuba via Key West and Tampa. 

When the general percentage rate advances were made in 
1920, the northern rates were put up 40%, while those in the 
South were raised 33144%. This had the effect of making 
southern import and export rates relatively lower than such 
rates to north Atlantic ports, and the subsequent flat 10% 
reduction left the southern ports, both South Atlantic and Gulf, 
still in possession of their advantage. 
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Pacific Coast Ports.—From the Pacific Coast ports all the 
carriers serving points from Vancouver on the north to the 
port of Los Angeles on the south have joined in making an 
“eastbound proportional tariff” which applies from points in 
Asia, the Philippines, Australia, and beyond, to all points in 
the territory east of the Rocky Mountains. This tariff covers 
most of the products ordinarily imported from the Orient, 
including bamboo ware, china, earthen ware, matting, rugs, 
skins, silk, tea, gums, and fibers. 

The special import commodity rates so provided serve to 
equalize the Pacific ports and to establish an adjustment with - 
reference to Atlantic and Gulf ports. There are no fixed dif- 
ferentials but the import rates from the Pacific to Chicago only 
exceed those from New York by an amount which approxi- 
mately balances the advantage of the Pacific ports in ocean 
freight rates from the Orient. 

Originally import rates from the coast “blanketed” all 
points east of the Rockies, but recently a part of these rates 
have been readjusted so as to divide the eastern territory into 
two groups, one including Chicago and points west, the other 
all territory east of Chicago. 

Low export tariffs, were in force for a good many years 
via Pacific ports but were concealed under the guise of through 
rail-and-ocean rates. Because of the passage in 1906 of the 
Hepburn Act, which required the filing and publication of all 
tariffs and the lapse of a certain time between publication and 
the actual application of railway rates, these rates were with- 
drawn except via Canadian roads and Vancouver. Export 
rates are (1) so low, and (2) so unstable and fluctuating, that 
the carriers did not deem it expedient to publish them. Even 
when the Interstate Commerce Commission reduced the time 
required for giving notice before making a change in rates to 


that indicated on a preceding page, the relief was not deemed 
sufficient. 
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For some years now, however, the Transcontinental car- 
riers have maintained special export commodity rates to certain 
- points in Japan, China, the Philippines, India, Australia, and 
New Zealand. These rates apply from all eastern territory, 
and are equal via all the Pacific ports. They serve roughly 
to equalize those ports with Atlantic and Gulf ports on 
trafhc to the Orient, and are considerably lower than 
Transcontinental rates on domestic traffic. Traffic for export 
via Pacific ports, which is not covered by these special com- 
modity rates, must move to the coast on the domestic rates in 
force to San Francisco or Seattle, but, when the goods are 
consigned to points in Asia, Australia, and New Zealand, or 
the Philippines, such rates cover terminal switching and un- 
loading charges. 


The Merchant Marine Act and Export Rates.—It remains 
to note one provision of the Merchant Marine Act of 1920 
which has an important potential bearing on export traffic. 
Section 28 of that Act provides that property may not be trans- 
ported by any common carrier subject to the Interstate Com- 
merce Commission under a joint rate or under export or import 
or other proportional rates which are lower than the rate 
charged for like’ property for the same distance and direction 
in connection with domestic commerce, unless such property 
is carried in a vessel documented under the laws of the United 
States. That is to say, reduced export and import rates are 
prohibited unless the traffic involved is to be carried in United 
States vessels. Obviously, the object is to encourage the 
American merchant marine. 

This provision of the Act, however, has not been made 
effective, for there is a proviso to the effect that the United 
States Shipping Board may certify to the Interstate Com- 
merce Commission that the vessels documented under the laws 
of the United States are inadequate, when the Interstate Com- 
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merce Commission may suspend the foregoing requirement. 
Under this proviso the operation of the section has been sus- 
pended down to the present time, and it is not probable that 
it will ever be applied. For one thing, foreign governments 
have protested and their reprisals would doubtless follow the 
enforcement of the provision. Furthermore, the commercial 
interests on the Pacific Coast have opposed the measure, as 
vessels documented under the laws of this country are not 
adequate at those ports and cannot, it is claimed, economically 
operate therefrom. 


Summary.—In general, we may say that New York is the 
great pivotal port. On traffic to or from central western 
points, the tendency has been to equalize commodity rates via 
South Atlantic ports and Gulf ports with the port of New 
York, by basing them directly on that port or on Baltimore. 
On most commodities from the Central West, Boston and New 
York have the same rate, Philadelphia gets 2 cents under 
New York; Baltimore and Norfolk, 3 cents under New York; 
Savannah and Jacksonville have the same rate as New York; 
New Orleans and Galveston have a 6 cent differential. All 
the Gulf ports, from Pensacola to Galveston inclusive take the 
same rates. Rates to and from the Pacific Coast are largely 
blanketed, and, without any fixed differentials, serve to equal- 
ize traffic via the Pacific ports with that moving via Atlantic 
and Gulf ports. A large part of export and import traffic, 
however, moves to the ports on domestic rates, especially 
in the case of the Atlantic ports, and today the chief problem 
is that of port equalization rather than that of enabling 
American industry to compete abroad. 


Part V—Freight Traffic Arrangements 


CHAPTER XXVI 
THE SHIPPING OF FREIGHT 


Nature and Importance of Shipping Process.—The chief 
point of contact between shipper and carrier lies in the steps 
which attend the delivery of freight by the former into the 
possession of the latter or the receipt of freight by the con- 
signee. Aside from the trucking of freight by the shippers to 
or from the freight-house, the chief matters to be discussed 
in this connection are the packing, marking, weighing, and 
loading of the freight, concerning each of which operations 
the carriers have established important rules. In addition, it 
is desirable to describe briefly the shipping papers which are 
made out and which largely govern the rights and obligations 
of the parties interested. The chief value of this chapter may 
lie in its practical importance as a description of trade practices, 
but it is hoped it may also be worth while, from a broader 
point of view, to point out the economic significance of the 
matters described. 


1. HANDLING FREIGHT AT TERMINALS, AND THE SHIPPING 
PAPERS 


C. L. and L. C. L. Shipments.—Freight may be delivered 
to the railway either as less-than-carload (L. C. L.) shipments 
or as carload (C. L.) shipments. L. C. L. freight must gen- 
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erally be delivered by the shipper to the carrier’s outbound 
freight-house, where it is weighed and put into the proper car 
for transportation. 

Much the greater part of a railway’s tonnage, however, 
consists of carload freight, and is loaded directly into cars by 
the shipper, the cars being delivered or “spotted” by the 
carriers at the shipper’s request-on his industrial siding, or on 
the public team tracks at the railway terminal. Such a request 
is usually made of the freight agent, who sends it to the car 
distributor. The car is hauled by a switching locomotive to the 
freight yard where, along with other cars, it is “classified” 
according to destination points and made up into trains. 

At the destination the reverse process is gone through, the 
car containing various L. C. L. shipments then being switched 
to the inbound freight-house, where its contents are checked 
and unloaded by the carrier and the several consignees given 
notice of the arrival of their shipments. Carload shipments are 
delivered on industrial siding or team track and unloaded by 
the consignee. 


Handling Freight at Shipping Point.—A brief description 
of the method of handling outbound L. C. L. shipments is 
as follows: The truck containing numerous packages from 
some wholesaler is backed up to one of the doors of the freight- 
house. Here the “caller” takes the shipment from the truck 
driver, puts it on a warehouse truck, weighs it, and calls off the 
name of the consignee, the destination, and the weight. Mean- 
while, the “receiving clerk” checks the driver’s shipping ticket 
and makes out a receipt for the goods. If the ticket is correct, 
the various packages or articles are tagged or marked to in- 
dicate the car in which they are to be placed. Next, the 
“trucker” takes the shipment to the particular car which is to 
be hauled to the destination to which the shipment is billed, 
the car being marked to indicate the track on which it is to 
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go and its position in the train which will be made up on that 
track. In the car, there is a “‘stower,” who, after examining 
the freight to see if it is in good condition, receives and loads 
it in the order of stations along the line as nearly as possible, 
putting the first shipments to be unloaded near the car door. 

The handling of carload shipments is much simpler from 
the railway’s point of view. The car ordered by the shipper is 
switched and “spotted’”’ on the shipper’s siding, or on some 
public team track, where the loading is attended to by the 
shipper. 


Bills of Lading—Straight Bill—In order to keep track of 
these operations and to define the responsibility of both parties 
to the shipment, a number of different documents are executed 
which taken together may be called the shipping papers. On 
delivery of freight to a railway a “bill of lading” is issued. 
This document may be thought of as having three functions: 
It is a shipping order, a receipt for freight, and a ‘contract 
between shipper and carrier covering the transportation service. 
Indeed, some carriers issue a separate “receipt for freight.” 
The uniform bill of lading which is prescribed by the Inter- 
state Commerce Commission is made in triplicate, the “orig- 
inal’ copy being sent to the consignee, the “shipping order” 
copy being retained by the carrier, and the “memorandum” 
copy being retained by the shipper. A form of the original 
bill is shown in Fig. 33. 

A glance at the bill of lading shows that it is, in the first 
place, an acknowledgment by the carrier of the receipt of 
certain articles which are described in the bill. In the second 
place, the carrier contracts to deliver the freight at a destina- 
tion point and to a consignee as specified in the bill, and the 
liability of the carrier for damages to the freight in transit are 
set forth. The class or rate applying to the shipment is speci- 
fied, and if the rate is dependent on the value of the goods, as 
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‘ Form &. F. 0.58 
Uniform Domestic Siralght Bill of Lading, Adopted by Carrters In Official, Southern and Westira Classification Territories, March 15, 1922; —— eS 


UNIFORM STRAIGHT BILL OF LADING | shippsrs no 


@RESCRIBED BY THE INTERSTATE COMMERCE COMMISSION) 


ORIGINAL—NOT NEGOTIABLE Agent's Wo 


THE DELAWARE, LACKAWANNA AND WESTERN RAILROAD COMPANY 
————— 
~~ RECEIVED, subject to the classifications anid tariffa in effect on the date of the issue of this Bill of Lading, 


Ce eeeeeeeeeeeeeeeeeeeeeeeee——ee———————EeEEE————— ee 


from 
it parent good order, except as noted (contents and condition of contents of packages unknown), marked, 
eee ics teal oe mente Tae which said compan (the word company being understood throughout this contract as meaning 
al or corporation in possession ofthe property under the contract) agrees to carry to its usual place of delivery at said- destination, 
ifs Pies own road or its own water line, otherwise to deliver to another earrier on the route to said destination. It is mutually agreed, as. 
anlaacH carrier of all or any of said property over all or any portion of said route to destination, and as to each party at any time interested 
in all or any of said property, that every service to be performed hereunder shall be subject to all the conditions not prohibited by law, 
iehathae renten or written, herein contained, including the conditions on back hereof, which are hereby agreed to by the shipper and accepted 
‘for bimself and his assigns. : 


ee 
CSS Ap bee ae ) 


Consigned to. 
Destihe too ee atate or. County of, 
Route___. — 


"(Delivering carries) 


7 : : If this shi it is to be 

No..  IDESCRIPTION OF ARTICLES, SPECIAL MARKS AND EXCEPTIONS ethene al arrest delivered. to’ the pee} 
‘ignoe, tas consignee salen 
signor, the consignor: 
the following Statement: 

The carrier shall not make 
delivery of this shipment witb- 
out payment of freight and 
allother lawful charges. (See 
section 7 of conditions.) 


If are tobe 
Seas here, “‘To be 
Prepaid,” 


Received $ 

i apply in Perrayaene of 
ie ¢ 38 on the property 

Seactibed heveon: 


Agent or Cashier 


Per. 
sy aes we 
“carriers or aulpper a malghg eer" owe Ports By a carrier by water, the lew requires that the Bill of lading abgil nate y oe (The slgoature here acknowledges 
NotTe.—Where the rate is dependent on‘value, shippers are required to state specifically in writing the |. 
agreed or declared value of, the property. s 
Theagreed or declared value.of the Property is hereby specifically stated by the shipper to be not exceeding 
: . 


~ —- per. 
——————=S> 
S >= : 


ip ane 
Per, _. 


Permanent post-office address of shipper. 


Fig. 33.—Uniform Straight Bill of Lading 
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is sometimes the case, the agreed or declared value of the 
property is entered on the bill. The record of the shipment, 
the car initials, and car number are shown, the last two items 
being stamped on the bill of lading when the shipment is 
loaded. 


Order Bill of Lading.—There are two great classes of 
bills of lading, the “‘straight” bill of lading and the “order” 
bill of lading. The first of these classes has just been de- 
scribed, and it will be observed that the illustration is that of 
a uniform “straight” bill of lading. The essential difference 
between the two is that the straight bill is not negotiable, 
and its surrender by the consignee is not required upon delivery 
of the shipment except when necessary for the purpose of 
identification. An order bill of lading, however, is to a con- 
siderable extent a negotiable instrument, and the surrender of 
the original order bill of lading, endorsed by the shipper, is 
required by the carrier upon the delivery of the freight. With 
the exception of this requirement and the fact that in the order 
bill the shipment is consigned to the order of the shipper or 
some person at destination point, the two forms of bills are the 
same. 

The order bill of lading is used when a shipper desires to 
collect for his shipment before it is delivered to the consignee. 
Instead of sending the original bill of lading to the consignee, 
the original order bill is sent through some bank accompanied 
by a draft drawn on the consignee. The consignee. secures 
possession of the bill of lading by paying the draft and can 
then claim the shipment covered by the bill by presenting it 
to the carrier’s agent at the destination point. It is the common 
practice for a shipper, in using the order bill of lading, to con- 
sign the shipment to himself, designating the real consignee as 
the person to be notified of its arrival at destination. The 
shipment is thus deliverable only upon the shipper’s order. 


436 FREIGHT TRAFFIC ARRANGEMENTS [Pt. V 


Effective August il, 1923. 
ight Eoport Bi ding, pages 41, 42 and 43 of Classification.) She 
anoles eral Export Bill ot Laine with onieeral the Interstate Commerce Commission in Docket No. 4844 of June 6 and July 5,1923.) 


i i ignature Certificate No....... : aio aoe i" ; ‘ 
an Sagan rit ct Lading issued in conformity with understanding! with the Liverpool Cotton Bills of Lading Con- 
ference (1907) Committee and the American Bankers Association. dents 
'The word ‘‘agreement” may be substituted for the word “‘understanding. 


UNIFORM THROUGH EXPORT. BILL OF LADING 


ibed in Interstate Commerce Commission Orders of October 21, 1921, January 30, 1922, March 7, 1922, July 3, 1922, 
ne eas e and June 6, 1923, in Docket No. 4844.) 3 


STRAIGHT BILL OF LADING—ORIGINAL—NOT NEGOTIABLE 
PUG ooiess o.dioreisinsawssietiiaw eof fbve.ocrasciis (ESBUINI) ins cass oatddinen oes pace CORD ERY, 
va IN CONNECTION WITH OTHER CARRIERS ON THE ROUTE 
Export Bill of Lading No.......~ ‘ee sLot No....e.eseseesesee+sContract Numbers 
Dated at... , -this..........day of. sasaeeeeeeeee eens 
Received, subject to the classifications and tariffs in effect on the'date of the receipt of the property described in this 


weceee 


edvieces 


Dill of lading, at..crcsecccccaraccesecsecucese ceueve  sabaeaevecsesaceecssearcssqacnsepeseererssarerabeseserarpes 
° 
SBYOM Sec cisreicis 02's crea vo4 cite nioje cloiieis oieinaieisiera elvieiers sig ereiaicielera elaislols/aiwiewic evie@leiassiaatacaipkeseies swig cioleltie aslerinieie vit nal tealseaite 


25 iiss property, in apparent good order (contents and condition of contents of packages unknown), marked, numbered, consigned, and destined as 
indicated below: 


Consignee,:...cecccnctvoraresncstarscsaesecasesechrecesctevcccoccsecccqecaadcccesanes escesenceccececedbaccevonets 
Destination. .s.s0.cctecevacsess enact cscceu vee ccue ative venwecsseguses seu cnseeesces iucinsswessieneauseusiccneqeevalcan 


Route, .....ccseseccccecesecsececevecensnstunessecetsaserteatesenecaterecee ec cc cee e tence acccetecceestacseraccecce 


>, . pete a 
Party to whom arrival notice is to be Addressed... ....seessececseeeeeeeeseseecsqecceessescesserenescesceseTecsreee 


Subject Cor- | (Subject to Gor 
x ubject to Cor- | (Subjec r= 
MARES AND NUMBERS ARTICLES ( ae Apes Seatlony 


CAR NUMBERS 


Received $....... . to apply in 
prepayment of the charges on the 
property described herein. 


sees eeenes Wi ah 8. Law requires Agent issuing Bill of Lading to write either “Shipper’s” or Carrier's” before 
“Woight."" 


(INLAND AND/OR COASTWISE) from......... eeeeeee ne eeeeserntOnececcsecececesecesccereressrccacesereseMece 
per one hundred pounds gross weight, port charges, if any. ents, and (OCEAN AND ON-CARRYING) from 


tne ocdcecrvescsneneyes Olsesresees asp hares cents, per... +++, 0nd advanced charges.............+-.(8. 


all other charges and average, without any allowance of credit or discount, settlement to be made on the basis of United States gold 
easeney eriount to be paid by receivers at current rate of New York exc! day the vessel ie entered at the Custom House at her 
port of discharge. 

. In consideration of the rate of freight herein named it is hereby stipulated that the service to bo performed hereunder shall be aubject to the contract 
:terms and conditions, whether printed or written, herein contained, and said terms and conditions are hereby agreed to by the shipper and by him accepted 


ifor himself and his assigns. 
; CONTRACT TERMS AND CONDITIONS. 

Any alteration, addition, or erasure in this bill of lading which shall be made without the special notation hereon of the agent of the carriue fsauing this 
bill of lading shall be without effect aad this bill of lading shall be enforceable according toitsoriginal tenor. If shipment consists of cotton or cotton lintere 
it is mutually understood and agreed that the description of the condition does not relate to insufficiency of or the torn condition of the covering, or to any 
damage resulting therefrom, and that no carrier shall be responsible for any damage of such nature. The vessel shall be at liberty to call at any port or 
ports in or out of the customary route, to tow and be towed, to transfer, trans-ship, or lighter, to load and discharge goods at any time, to sesist vesselo in 
distress, to deviate for the purpose of saving life or property, and for docking and repaira. 5 


Thia bill of lading is not.to be.used on traffic from a Lpaisé in the United States destined to an adjacent foreign country. 
IN WITNESS WHEREOF, the agent signing on behalf of the said The 

the said Ocean Carrier or Ocean Vessel and her owner, 
Lading, all of this tenor and date, 


+.+...(Issuing)......Company and of 
severally and not jointly, hath affirmed to.......<..-Lills of 
one of which Bills being accomplished, the others to stand void. 


Pott eens econ sentaseesseseecsceeces Shippers 


Anette neha esaeeeseeeeneneeeneneeas 
tee ene n eee eeeenseeee ence 


Fig. 34.—Rail and Ocean Export Bill of Lading 
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For this reason, order bills are commonly referred to as “order- 
notify” bills of lading. 


Export Bill of Lading—Special forms of bills of lading 
_ exist, of which the chief ones are the “rail-and-ocean export 
bill of lading,” and the “uniform livestock contract.” Grain 
also often moves on a special bill of lading. One form of 
export bill of lading is shown in Fig 34. Such a bill is used 
when it is desired to make a shipment through to some for- 
eign port or inland destination. Its use makes it unnecessary 
for the shipper to attend to the details of transferring the 
freight from the railway terminal to the pier and of clearing it 
through the ports. 

An examination of the export bill of lading shows that it 
covers three operations: first, the shipment is to be carried to 
the port by rail; second, it is to be shipped to the foreign port 
by water; and third, it may be consigned at the foreign port 
to another carrier if the destination lies beyond that port. With 
reference to this third part of the contract, it is specified 
on the back of the bill of lading that “the property shall be 
subject exclusively to all conditions of the carrier or carriers 
completing the transfer; the duty of notification above pro- 
vided for shall fall exclusively within the obligation of the 
carrier completing the transfer, and no prior carrier shall be 
responsible for the fulfillment of that obligation.” In reality, 
each one of the three parts referred to constitutes a separate 
contract, and the initial carrier which issues the export bill of 
lading is not responsible for losses and damages which occur 
after the shipment has been delivered to the vessel. 


Livestock Bills——A copy of the uniform livestock contract 
is given in Fig. 35. The chief peculiarity of this bill of lading 
is that it distinguishes between “ordinary livestock” and “other 
than ordinary livestock,” the shipper being required to execute 
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a declaration specifying which kind of livestock is contained 
in the shipment. The reason for this distinction is that the 
Interstate Commerce Commission has ruled that rates on ordi- 
nary livestock must not be made dependent upon value, while 
livestock which is chiefly valuable for breeding, racing, show 
purposes, or other special uses, may be charged rates which 
vary with the value of the animal. 


Other Papers—Waybill_— When a car of L. C. L. freight 
arrives at destination, it is opened and its contents are checked 
with the waybill—which is described in a following paragraph. 
Arrival notice is sent to the consignee, generally in the form 
of a postcard. When the freight is claimed, the carrier sub- 
mits a “freight bill” in duplicate, one copy being retained by 
the consignee, which serves as a “receipt for freight.” 

Other than the waybill, the papers mentioned have been 
those which concern the relationship between shipper and 
carrier. The waybill, a very important document, is made out 
by the railway for the purpose of keeping track of the ship- 
ments while in transit. It is made up at-the point of origin by 
a billing clerk, the entries thereon being taken from the bills 
of lading. Usually a separate waybill is made for each ship- 
ment, but all shipments in a car consigned to a single destina- 
tion may be entered on one waybill. One form is that shown 
in Fig. 36. ' 

One copy of the waybill is kept on file by the agent at the 
shipping point, and another is sent to the auditor of freight 
accounts, but the original either accompanies the shipment or 
is mailed to the agent at the point of destination. In case the 
waybill does not accompany the shipment, a special “card way- 
bill” is made out, which contains the data required by the 
freight-train conductor and space for entries to be made by 
him. 


The waybill shown in the illustration may be used for both 
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PLACE SPECIAL SERVICE PASTERS 


(96-The Delaware, Lackawanna and Westefn Railroad Company 


FREIGHT WAYBILL 


STOP THISCAR AT FOR Chee CAR 
ID CONTENTS FOR 
ATENGINE RATING 


CAR INITIAL AND NUMBER 


WAYBILL NO. 


ROUTE (SHow Each JUNCTION AND CARRIER IN ROUTE ORDER) (STATION) 


(STATION) (STATE) SHIPPER (SHOW ORIGINAL POINT OF SHIPMENT WHEN ReBIiLeD) 


-)]— 
Marken Capacity STENCILED WEIGHT 
or Can oF CAR 


FREIGHT ADVANCES PREPAIO 


a ee STAMPS MUST BE SHOWN ON BACK OF THIS WAYBILL 
JUNCTION FORWARDING AGENTS WILL SHOW JUNCTION STAMPS IN THE SPACE AND IN THE ORDER $$$ sand AGENTS WILL SHOW JUNCTION STAMPS INTHE SPACE ANDINTHE ORDER PROVIDED BELOW ELOW 
THIRD JUNCTION FOURTH JUNCTION FIFTM JUNCTION 


oo 
CONSIGNEE AND ADDRESS (Stow Final DesTINATION WHEN BEYOND) 


in 


INDICATE BY SYMBOL. 
iN COLUMN PROVID- 
ED HOW WEIGHTS 
(ERE OBTAINED, 


Ronee sae 
A—WEIGHING BUREAU OR 
AGREEMENT. 


T—TARIFF. CLASSIFICA~ 
TION OR MINIMUM. 
‘S—Sniprer'’s AGREEMENT 
OR TESTED WEIGHT. 
E—EsTIMATED (WEIGH AND 

Correct.) 


——— EEE 
heer iON Rea ICING, VENTILATION, MILLING. WEIGHING, 
ETC. IF ICED, SPECIFY TO WHOM ICING SHOULD BE CHARGED. 
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DEST aes AGENT'S 
FREIG BILL No. 


FIRST JUNCTION SECOND JUNCTION 


196—THE DELAWARE, LACKAWANNA AND WESTERN RAILROAD COMPANY 


Fig. 36.—Waybill 
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local and interline shipments and for all kinds of commodities. 
It is often the practice, however, to use a form of waybill for 
interline shipments which is different from that for local ship- 
ments; and special waybills are used by some lines for various 
commodities. 

When errors are discovered in the waybill, ‘“waybill cor- 
rection notices” are sent out, which state how the waybill reads 
and how it should read. 


2. THE PACKING OF FREIGHT 


Importance of Good Packing.—One of the chief causes 
of loss and damage and of claims therefor is the inadequacy of 
packages and containers which are used by shippers. It has 
been said that in the handling of perishables by rail the losses 
by reason of frail containers and improper packing in one year 
amounted to $100,000,000, and in another to $150,000,000. 
This is a serious matter and one which calls for a consideration 
in the interest of both shipper and carrier, to say nothing of 
the social aspect. Such losses demand the cooperation of ship- 
pers, carriers, and manufacturers of containers. _ 

The trouble lies partly in the weakness of the materials used 
in constructing containers, and partly in the faulty method 
of construction. Of late years this trouble has increased for 
two reasons: first, materials have increased in cost with the 
result that there has been a tendency to practice a shortsighted 
economy in their use; and second, there has been increased 
strain in transportation due to growing density of traffic and 
length of haul. Both cars and trains are more heavily 
loaded than formerly, and trains are moved more rapidly, both 
of which developments result in subjecting containers to greatly 
increased stresses and strains. The longer hauls which have 
come with the widening of markets involve more transfers 
with the attendant breakage. 
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Proper packing is a kind of insurance against delay and 
injury to freight, and the additional expense required to reduce 
the risks of loss and damage is not only socially desirable but is 
’ good business, The arrival of freight in good condition brings 
the shipper increased goodwill, while loss and damage to ship- 
ments will make the consignee dissatisfied. The carrier is 
entitled to proper packing, and in any event the wise shipper 
will find the carriers more apt to cooperate with him if his 
goods are always well nacked. 


Carriers’ Rules on Packing.—The Consolidated Classifica- 
tion contains the following rule: “Freight will be accepted only 
when containers are of sufficient strength and security to 
afford reasonable and proper protection to the freight which 
the containers enclose... . All containers must be strongly 
made of material of sufficient strength to protect the articles 
against ordinary risks of transportation.” Surely this is a 
reasonable requirement. The ordinary risks of transportation 
can be pretty definitely known and it seems reasonable that the 
shipper should be required to insure against them to the ex- 
tent of providing adequate packages. 

The carriers’ rules go on to say that freight tendered for 
transportation must be in the form specified in the separate 
descriptions given of the several articles. For example, the 
Classification provides that china or earthware bathtubs are 
to be “packed in boxes or crates”; pitch, N. O. I. B. N.,* not 
ground, is to be shipped “in metal cans partially jacketed” ; 
pans, cake or cracker, wire or flat, are to be shipped “in boxes” ; 
etc. Articles that are easily broken must be protected by pack- 
ing material within the container. 

Rules 40 and 41 of the Classification contain an elaborate 
code of regulations governing the construction and sealing of 
boxes, barrels, pails, etc. For example, it is provided that 


1 “Not otherwise indexed by name.” 
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boxes must be made of iron, steel, wood, or fibre board of 
certain specified strength, with solid or closely fitted sides and 
ends securely fastened, and wooden boxes of unusual size or 
carrying unusual weight must be strapped or be re-enforced 
by cleats. When shipped in fibre board boxes, articles will 
not receive the same ratings as apply on shipments in wooden 
boxes, unless the requirements of the carriers with reference 
to the number of plys, the thickness of each, and the resistance 
per square inch are complied with. The container must always 
bear a certificate of the box-maker. A 20% increase in freight 
rates is provided in case fibre boxes do not comply with these 
rules. 

The intending purchaser of boxes and baskets should re- 
quire that the manufacturer furnish a statement of the specifi- 
cations on which the containers are made in order to protect 
himself. 

The use of metal strapping or wire binding on containers 
for less-than-carload merchandise is of real importance, and 
shippers will find that not only are damages decreased thereby, 
but also that it greatly reduces concealed, unlocated, and 
pilferage losses. In 1923 a reduction of $8,000,000 in such 
losses was attributed largely to the greater use of wire and 
strap material. 


Losses from Not Observing Rules.—Much loss is borne 
both by shipper and by carrier as a result of failure to observe 
the packing requirements. In packing glassware, for example, 
the carriers’ rule is that the articles must be loaded shoulder to 
shoulder and bottom to bottom, with a cushion of indented pulp 
board between bottoms. Failure to put in the required layer 
of indented paper cost one shipper a penalty of $576 on a 
single carload from Cincinnati to San Francisco. Had the 
shipment been loaded correctly, a commodity rate of $1.66%4 
per hundred pounds would have applied, making the total 
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freight charge $499.50; but the incorrect loading made the 
class rating applicable, and as glassware is rated 5th class and 
the shipment was penalized by being raised to 4th class, the 
' total charge was over $1,000. 

On the other hand, the carriers lose much revenue through 
the inefficiency of their employees in enforcing the packing re- 
quirements. Presumably these requirements are reasonable, 
and the different freight charges made on account of differ- 
ence in packing, measure the difference in the carriers’ risk. 
If, therefore, an agent allows a shipment of some liquid 
shipped in metal cans, crated, to move at the same rate that 
is allowed to the article when shipped in metal cans, bored, 
the latter rate being considerably lower, there is a real loss to 
the railway. The same may be said of cases in which ship- 
ments made in barrels with cloth tops are given the rating appli- 
cable to shipments “‘in barrels”; for the Classification provides 
that barrels with cloth tops “will be rated same as crates,” and 
crates will be rated one class higher than barrels. This pro- 
vision is doubtless based on experience in handling many 
thousands of shipments in the kinds of packages mentioned, 
and deviation therefrom must tend to cause loss. 


When More than One Class of Freight Is Put in a Package. 
—This is hardly the place to go into the minutiz of packing 
freight and we shall therefore close the discussion by mention- 
ing one more general rule, namely, the requirement that “the 
charge for a package containing freight of more than one class 
shall be at the rate provided for the highest classed freight 
contained in the package.” This seems to be the only practica- 
ble way of insuring a uniform observance of the classification 
of freight, as it would clearly be impracticable to attempt to 
average separate charges for the numerous different items 
which might be shipped in a single container. Undoubtedly 
much fraud is practiced in this matter, but it is sometimes diffi- 


446 FREIGHT TRAFFIC ARRANGEMENTS [Pt. V 


cult to observe the principle of the rule. Under the Classifica- 
tion, advertising matter may be shipped along with the goods 
to which such matter refers at the rate applying to the goods.” 
A candy shipper, however, who enclosed a booklet of Christ- 
mas carols found that the carriers refused to accept the booklet 
as an advertisement of his wares, and accordingly, although 
candy is given a 2nd class rating, he was penalized by having 
to pay the Ist class rate on the entire shipment, that being the 
rating of booklets. 


3. THE MARKING OF FREIGHT 


All L. C. L. Freight Must Be Marked.—lIf it be assumed 
that the shipper has properly packed his goods for shipment, 
the next question to ask is, if an L. C. L. shipment: Has he 
properly marked it to insure the desired routing and delivery 
to the correct consignee? This question is no unimportant one, 
as a great quantity of less-than-carload freight goes astray, 
thus causing much trouble and expense to both shipper and 
carrier. , 

The general rule is that all freight, if L. C. L. or “any 
quantity,’’ must be marked. A shipment which fills a car, or 
which weighs at least 24,000 pounds, if it is a single shipment 
for a single consignee, need not be marked; but if the quantity 
of freight tendered is in excess of the full carload, the excess 
freight must be marked as if it were an L. C. L. shipment. 

Each package or loose piece of freight must be plainly and 
durably marked—old consignment marks first being removed 
or effaced—by some means which will present the maximum 
resistance to effacement. This means may be by brush, stencil, 
marking crayon (not chalk), rubber or metal type, labels se- 
curely attached by glue or suitable tags gf metal, leather, cloth, 
or specially strong paper. 


ie Providing the advertising matter does not exceed 2% of the gross weight of the 
goods. 


Ch. 26] THE SHIPPING OF FREIGHT 447 


The shipper should remember that a little more time in 
marking may save much expense arising from delay to his 
trucks when delivering freight. Plain marking makes the 
‘prompt release of trucks at the freight-house possible, and re- 
duces the amount of overs and shorts. 


Importance of Comparing Marks with Bill of Lading.— 
A rule which is of especial importance on account of the trouble 
which results from its non-observance, is that the marks on 
packages must be compared with the bill of lading or shipping 
order, and necessary corrections be made by the shipper before 
a receipt for freight is signed. One of the most common diffi- 
culties is a conflict between the destination shown on the bill 
of lading and that indicated by the marking of the package. 
For example, a shipment was once made from New York to 
West Pittsburgh, Pa. The bill of lading read “West Pitts- 
burgh,” but the package was merely marked “Pittsburgh.” 
Accordingly, the railway hauled the freight to Pittsburgh and 
then notified the consignee of its arrival. Of course, the con- 
signee instructed the railway to forward the freight to West 
Pittsburgh, but meanwhile it had been stored and a special 
service had to be rendered to transfer it from Pittsburgh to 
West Pittsburgh. Naturally, the carrier sought to collect (1) 
the freight rate to Pittsburgh, (2) storage charges, and (3) 
the local freight rate from Pittsburgh to West Pittsburgh. 
In this it was supported by the Interstate Commerce Commis- 
sion’s rulings to the effect that when the shipper prepares a bill 
of lading showing a destination different from that which ap- 
pears on the package, the carrier is not responsible for the 
freight from the destination marked on the package.* 

If, however, a carrier changes the marks on the package, 
it may be responsible. This was the case when a carrier agent, 


826 I. C. C. 561. 
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upon receiving a package which was clearly marked “Oakland, 
Ind.,” while the bill of lading read “Oakland, IIl.,” proceeded 
to change the marks on the package to agree with the bill of 
lading. In this case, the shipment went to Illinois instead of 
Indiana, and the carrier was held responsible for the delivery 
at the wrong destination. It should either have forwarded 
the package as marked, or have advised the shipper of the dis- 
crepancy and awaited instructions. 

Other rules, the non-observance of which causes trouble, 
are that when consigned “‘to order,” a shipment must be marked 
to indicate that fact, and must further show a number or sym- 
bol which will also appear on the bill of lading or shipping 
order. Also, when a shipment is consigned to some point not — 
on a railway line, the package should be marked with the name 
of the railway station at which the consignee will accept de- 
livery. 


Shipper Liable for Errors in Marking.—It is a general 
rule that the shipper is liable for errors in marking. It is his 
duty correctly to mark packages of L. C. L. freight intended 
for transportation. Thus, one ruling by the Commission 
(Conference Ruling No. 433) is to the effect that when a pack- 
age was erroneously marked “Lake City, Fla.,” instead of 
“Lake City, S. C.,” the shipper had to bear the charges for the 
resulting back haul from Florida to South Carolina, in spite 
of the fact that the correct address was noted on the bill of 
lading. 

Finally, it has been found to be desirable that packages of 
L. C. L. freight should be marked with the name and address 
of the shipper preceded by the word “from’’—this to provide 
for cases in which the freight goes astray or is unclaimed at 
the destination point. This precaution should be taken in ship- 
ping freight, just as it is in mailing a letter. 
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Trivial as the matter of marking freight may seem, it in 
reality constitutes no mean traffic problem, and the observance 
- of the foregoing rules would save much time and money, and 

make an important contribution toward the smooth handling of 
the nation’s traffic by rail. 

So common are troubles connected with the foregoing ship- 
ping requirements, that some carriers use a standard form 


(Shipper) 


Your shipment today consigned : : 
was refused for the reason which we have checked below: 


BILL OF LADING 


Mlegible. 
Symbol or Case Number not, |Entire shipment not marked..-| 
shown. , ‘ 


Label Notations not shown Marks Megible. 
Improper Jabels, or no labels. Jola marks not eraséd. 
County not shown. Tnnpiropat’ fags. Patkage broken open., 
_|rags improperly-applied, | Fragile package! 
Condit ratte 
: |Tnsecure package: 


— nl 


—Form Used by Railroads to Advise Shippers of Non-Acceptance 


Fig. 37. 
oe of Shipments 


like the one in Fig. 37, to advise the shipper of their non- 
acceptance of the shipment. 


4. PREPARING AND LOADING CARS 


Obligations of Shipper and Carrier—As a general rule, 
it may be said to be the duty of the shipper to inspect a 
freight-car before it is accepted for loading. Not infrequently, 
cars are received which have large nails protruding from the 
floor or sides; such cars should not be loaded until the nails 
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have been driven in or extracted, especially when the load is to 
consist of merchandise in bales or sacks. Or the car may be 
so dirty or impregnated with some injurious material as to 
be unsuitable for loading. One shipper loaded steel bars into 
a car which upon arrival at destination were found to have 
become so rusty that they were refused by the consignee. The 
car was returned to the point of origin and then it was dis- 
covered that the floor was covered with a coating of sulphuric 
acid which had corroded the steel. In spite of the fact that the 
shipment had so deteriorated as to be worth only the price of 
scrap steel, the shipper had to bear the loss. The Interstate 
Commerce Commission holds that, although the obligation of a 
carrier is to furnish promptly a suitable car, it is reasonable | 
to expect the shipper to inspect the car and to do a reasonable 
amount of cleaning or make minor and inexpensive repairs in 
order to prepare it for loading. In this case the shipper, by 
casual inspection, could have learned that the car contained a 
foreign substance which would injure his shipment, and could 
have either refused the car or have cleaned it himself. 

If, however, the unsafe condition of the car cannot be 
known from a casual inspection, the carrier is liable for the 
shipper’s loss arising from the presence of an injurious ma- 
terial. 


Rules for Inspecting and Preparing Cars.—Clearly, then, 
it is important that care should be exercised to prevent the 
loading of freight into defective or unclean cars. Such care 
should include an examination of the interior for defects 
which might injure the freight, and the removal or covering by 
the shipper of projecting nails and bolts. If the contents 
of the car are to be such that the penetration of rain or snow 
would mean damage, it is important that the shipper inspect the 
roof, sides, and especially the doors, and he should either leave 
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a free space around the car door, or should so batten it as to 
prevent leakage at that point. Cars which cannot be put in 
good condition without considerable repairs should be rejected. 

In shipping perishables and goods which are injured by 
dirt, such as flour, freight-cars often have to be lined; and 
sometimes it is necessary to put in false bottoms to insure the 
circulation of warm air and thus prevent the freezing of fruits 
and vegetables in winter weather. Such lining and flooring 
must be furnished by the shipper, and the cost of installation 
be borne by him. 

Moreover, no allowance is made for the weight of the 
material used (“dunnage”), but it is charged for at the same 
rate which applies on the shipment proper. While this rule 
may, at first glance, appear to be likely to work hardship to 
the shipper in some cases, a moment’s reflection shows that 
it is in keeping with the fundamental rule governing car- 
load ratings, namely, that carload freight must be a single 
shipment to a single consignee, and in the case of mixed car- 
loads the shipment will be charged for at the carload rate 
applicable to the highest classed article therein. Furthermore, 
it is economically desirable that shippers be discouraged from 
making the “dead weight” greater than may be necessary. 


Loading Cars——After the car is inspected and accepted as 
suitable for the shipper’s purposes, the next problem is to 
insure proper loading. The careful loading of freight into 
the car is an important matter. This statement applies both 
to the loading of L. C. L. freight by the carrier and 'C. L- 
freight by the shipper, but here the reference is to the latter. 

In Rule 27 of the Official Classification it is provided that 
the owners must observe the carrier’s rules regulating the safe 
loading of freight and protection of equipment, which rules 
are: (1) the lading must be securely blocked or braced, (2) 
when in closed cars the lading must be kept away from the 
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car doors, and (3) the weight of the lading must be approxi- 
mately the same on each side of the car. 

The traffic manager of a wholesale grocery concern writes 
as follows: 


We receive cars containing case goods which are not 
braced in the doorways and consequently the ordinary rolling 
of the car while in transit allows the cases to shift from one 
side to the other in the doorways. On arrival of the car 
at destination it is found that damage is due to lack of brac- 
ing. The inspectors, in cases of this kind, invariably note 
on their inspection report that the car was improperly 
loaded and the carriers use this as an argument for declining 
liability. 


Another matter which requires attention in many cases is 
the arrangement of freight within the car. Care should be 
taken to avoid the proximity of units or packages which, on 
account of their character, shape, or weight, might damage one 
another ; and, as a rule, similar units should be placed together. 


Loading L. C. L. Freight—“Trap Cars.”—Many shippers 
load less-than-carload freight into what are known as “trap” 
or “ferry” cars at their plants. Such cars contain several less- 
than-carload shipments destined to different points, which are 
to be distributed at the railway’s terminals at the point of 
origin into “straight” carloads, which are to be forwarded to 
their respective destinations. When such cars are indiscrim- 
inately loaded with shipments for various sections of the 
country, it is necessary first to move them to the adjacent 
freight stations or nearby transfer points where they have to 
be unloaded and the shipments must be sorted and reloaded. 
This involves extra handling, which is not only expensive in 
itself but increases loss and damage claims. In order to 
minimize this reloading, some of the railways have issued 
“loading guides” which enable the shipper readily to ascertain 
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the proper transfer points to which his shipments should be 
loaded.t These guides contain an alphabetical list of stations, 
giving a number to each station, and the station numbers are 
grouped under the proper transfer point. Thus the shipper 
can readily group his shipments for various destinations ac- 
cording to the appropriate transfer, and he can assemble ship- 
ments and so regulate their loading that cars can be so made 
up as to reduce the handling of shipments at intermediate 
points. An important feature of this plan is that shippers 
find it advantageous to hold their shipments for several days 
in order to assemble a full load for the proper transfer point. 
A large iron and steel company has divided its shipping plat- 
form into eight different sections for as many routes, with 
the result that its shipments reach their destination with only 
one transfer instead of the three or four transfers which were 
required under the old haphazard method of loading. 

The advantages of observing this system of loading less- 
than-carload freight are: (1) shipments reach consignees in 
shorter time, (2) there is less damage, (3) the number of ship- 
ments lost or incorrectly loaded is reduced, (4) there is less 
necessity for tracing and, (5) it enables the shipper to improve 
and systematize his shipping and loading departments. 

Clearly, it is economically important from the social point 
of view that freight should be carefully loaded, in order to 
reduce to a minimum the breakage and other damage which 
inevitably result from the transportation of freight by rail, 
and it seems clear that in the case of carload freight this obliga- 
tion should rest upon the shipper. He it is who loads the car, 
and it is to his interest that the shipment should reach the con- 
signee in good condition. One little instance will illustrate 
the practical importance of this matter to the shipper. It is 
reported that a firm saved a loss of $68 per car by spending 
$11.40 on the lumber required adequately to brace the contents. 


4See Pennsylvania Railroad Information Bulletin, December 5, 1921. 
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Multiplying this saving by the number of cars shipped would 
bring the total up to many thousands of dollars. As the size 
of freight-cars and the average carload have grown, and the 
speed of trains has increased, the stresses and strains caused by 
stopping and starting have been intensified and the importance — 
of proper packing and loading has increased proportionately. — 


3. THE WEIGHING OF FREIGHT 


Gross vs. Net Weights.—Freight charges are generally 
based on weight, and the law requires that carriers shall 
collect the full legal rate. Clearly, therefore, it is important 
that the weight of freight should be accurately determined. 
Indeed, the Interstate Commerce Commission itself once 
made an extensive investigation into the accuracy of railway 
scales and found wide differences among them.® The weigh- 
ing of freight, however, is not so simple as might seem at 
first thought. 

In the first place, we must distinguish between gross 
weight and net weight, and note that the freight charges are 
based on the former. By gross weight is meant the weight 
of the car or package, together with its contents, while net 
weight means either the weight of an article clear of packing 
and container or the weight of the contents of a car. The rule 
adopted by the railways is that, unless otherwise provided, 
freight charges shall be computed on gross weights, includ- 
ing temporary blocking, racks, standards, strips or similar 
bracing, dunnage or supports. This material is to be paid 
for at the same rate as applies to the shipment which it accom- 
panies. Free weight of 500 pounds is allowed for stakes, 
racks, etc., on flat or gondola cars, providing that the shipper 
specifies the weight of dunnage in the shipping order, but in no 
case must less than the minimum carload be charged for. 


528 I. C. C. 7 (1913). 
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Estimated Weights.—One exception to the foregoing rule 
is that when “estimated weights” are authorized, they may be 
used in the place of the actual gross weight. What then are 


“estimated” weights? Such weights are those specifically pre- 


ts 


scribed in the tariffs of individual carriers for various partic- 
ular commodities when shipped in certain packages or in a 
certain manner. For example, in the South certain estimated 
weights are specifically prescribed for lumber, the estimate, 
which is applied to all lumber, being so much per thousand 
board-feet. Pit posts, in the East at least, have moved on 
the basis of an estimated weight of 45 pounds per post, and 
potatoes in hampers have been assessed on the basis of an 
estimated weight of 185 pounds per packoge. Many other 
illustrations might be given. 

The advantage of using estimated weights is found where 
articles are shipped in standard packages or where standard 
units of bulk measurement are possible. In these cases an 
average weight can be readily ascertained, and the use of such a 
weight saves the time and expense of weighing each shipment, 
to say nothing of the disputes which arise when the actual 
weight is in question. When, however, packages are not uni- 
form in size or the commodity shipped in bulk is subject to 
wide variations in unit weight, the use of estimated weights is 
difficult or impossible. 

Even when packages are fairly uniform, they may be 
changed in size from time to time or vary somewhat, and in 
such cases disagreement concerning the size or the basis on 
which the estimated weight was fixed may arise. Accordingly, 
the Interstate Commerce Commission has ruled that, in so far 
as practicable, the size and dimensions of such packages should 
be clearly stated in the tariffs. Even then, cases of dispute not 
infrequently come before the Commission. Thus, in a case 
involving pit posts it was complained that the estimated 
weights were in excess of the actual weights. The Commis- 
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sion found that during certain seasons of the year when the | 
posts contained little sap, the estimated weights did exceed | 


the actual, but held that the tariff estimates were intended to 


be representative of shipments throughout the year and con-_ 
sequently were not unreasonable. Again, a shipper of potatoes — 
complained that an estimated weight of 185 pounds for a- 


114-bushel hamper made his rate excessive. In this case, the 
Commission, while recognizing that the actual weight was 
much less than the estimated, held that the carrier's position 
was reasonable, in that the use of hampers for potato ship- 
ments results in numerous loss and damage claims and should 
therefore be discouraged. 


Incidentally, this case illustrates the importance which the 


Commission attaches to the use of proper containers. 


Weighing Freight in Cars.—In most cases, however, actual 
gross weights are used, and such weights are determined by 
weighing the loaded car on track scales, the marked weight 
of the car being deducted from the total.* Carload freight 
should be weighed at the point of origin, or, if no scales are 
available there, as near to the point of origin as possible. 
When the cars are carefully weighed, which requires that they 
should be uncoupled and not be in motion, the results secured 
are generally satisfactory. But this is not always true. Not 
infrequently the weighing is carelessly done, and disputes 
concerning weights are all too common: The carriers them- 
selves often take the precaution to reweigh cars received from 
connections, and carload freight will be reweighed when the 
contents of the cars have been transferred en route or when 
there has been some accident or loss of freight. Either the 
shipper or the consignee, if he believes that the carrier’s 
weights are wrong, may have a car reweighed, subject to a 
reweighing charge which is named in the tariffs. If the 


6 The “marked weight’ is the weight of the empty car as stenciled thereon. 
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carrier’s weights are found to be in error, the reweighing 
charge will not be collected. 


“Tolerance.”—At this point the use of “tolerance” comes 
in. A certain difference in weights, due to variation in scales 
or weighing methods, may be permitted without a correction 
of the billed weight. Such a difference is called “tolerance.”* 
It may be thought of as a reasonable margin of error allowed 
in weighing. The tolerance is usually 1% of the lading, but 
there is a minimum tolerance of 500 pounds, which is always 
allowed, and in the case of such heavy commodities as coal, 
coke, sand, and stone, the minimum tolerance is 1,000’pounds. 
When, therefore, a carload of freight is reweighed and it is 
ascertained that the weight does not differ from the billed 
weight by more than the amount of the tolerance, no correc- 
tion will be made. If the difference, however, is found to 
exceed the tolerance, a third weighing is made, if practicable, 
for the purpose of securing a final test. If this third weigh- 
ing shows a figure which is within the tolerance limit, no 
charge will be made; but if it also shows a difference in excess 
of the tolerance, the result of either the second or third 
weighing will be taken, whichever is the lower, assuming that 
the difference between the two does not exceed the tolerance. 

Either the shipper or the consignee may prove the actual 
weight of a carload shipment (1) by showing the shipper’s 
authenticated invoice, or (2) by weighing the entire contents 
of the car on platform scales, or (3) by weighing a represen- 
tative proportion (10% or more) of the articles contained 
in the car when such articles have a standard weight. T he 
weighing must be done under the supervision of the carrier’s 
agent. Of course, the weight will include blocking, packing 
materials, debris, etc. If the difference between the billed 


7See National Code _of Rules Governing the Weighing and Reweighing of Car- 
load Freight, American Railway Association, for this and other rules. 
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weight and the actual weight exceeds the tolerance limit, the 
freight charges will be made on the basis of the actual 
weight as determined. 


Weight Agreements.—‘“‘Weight agreements’ are some- 
times entered into by shipper and carrier, and such agree- 
ments may yield important advantages. If the shipper desires, 
he may apply to the carrier asking that an agreed weight be 
fixed for his articles. The carrier will then make weight 
tests and may thereafter accept the goods at an agreed weight. 
Under such an arrangement the shipper knows exactly what 
weight he will be charged for, and no questions or disputes 
can arise. It also tends to expedite the movement of his 
freight since it facilitates forwarding and since no reweighing 
in transit is necessary. 

As such agreed weights have an important bearing upon 
freight charges, it is required that copies of the agreements 
shall be filed with the appropriate rate-making bodies, de- 
pending on whether the traffic concerned is interstate or intra- 
state. The points to be covered in a weight agreement are 
as follows: The shipper agrees to report the correct gross 
weight and description of his commodity on the appropriate 
shipping papers and to allow a representative of the carrier 
to inspect the original weight sheets, invoices, and other 
records which may be necessary to verify the reported 
weights. He also agrees to pay promptly any undercharges 
caused by the certification of incorrect weights or descrip- 
tions. When the agreed weights are based on an average 
for uniform or standard weight articles, the shipper is 
promptly to notify the railway of any change in the package 
or material which will affect the weight of his shipments. 
He must also keep the scales used in good condition and 
allow the carrier’s agent to inspect them. The agreement is 
subject to cancellation by either party on ten days’ notice. 
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SUMMARY 


A volume might be devoted to the practical details which 


are involved in the shipping of freight, but a careful study 


of the foregoing pages will suffice to give a fair working 


foundation of general principles of the subject. We have 
seen how important it is that freight should be adequately 


packed and what constitutes such packing. The chief re- 


- 


quirements for marking freight have been pointed out, and 
it has appeared that it is the shipper’s duty correctly to mark 
L. C. L. shipments of freight. It has been shown that it is also 
the duty of the shipper to inspect cars tendered by the carrier 
for carload freight, and certain general principles of loading 
have been indicated. Important economies are to be gained 
by following some system in the loading of “‘trap ork ‘ferry 
cars so as to reduce the rehandling of freight at transfer 
points. The various practices used in connection with the 
weighing of freight have been outlined, and the importance 
of using the “weight agreement,” where this is feasible, has 
been pointed out. For the information of those who are not 
experienced in the shipping of freight, the various documents 
which must pass between shipper and carrier have been 
described. 

It has been the aim of this chapter to state concisely the 
most important rules which directly affect the shipping of 
freight. These rules taken together might be thought of as 
constituting a sort of shipping code, by observing which the 
shipper may reduce to a minimum his losses and damages, 
and insure the arrival of his shipments at destination in the 
best possible condition. Also car shortage and waste in 


‘transportation may be relieved. Great waste obtains on 


American railways on account of improper or inadequate 
packing, marking, loading, and weighing of freight; and the 
enormous loss and damage claims are a sad commentary on 


| | 
| 
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the lack of efficiency with which traffic is at present handled. 
The carriers have made great efforts to reduce the amount | 
of such claims, and it is to the interest of all parties, includ- 
ing the public, that the shippers should cooperate. It is in 
the belief that an intelligent understanding of the carriers’ 
rules and their importance will help to further such cooper- 
ation that this chapter has been written. 


CHAPTER XXVII 


RECONSIGNMENT AND IN-TRANSIT 
PRIVILEGES 


“Special Services” in Railway Transportation.—The rail- 
ways perform many services for shippers which they did not 
originally perform and which are not necessarily apart of 
the work of a common carrier. These services—often spoken 
of collectively as “special services’—are of great importance, 
and for many of them special charges are made in addition 
to the regular tariffs covering line haul. Among the most 
important of these services are those rendered in connection 
with the privilege of reconsigning or diverting freight while 
in transit, and the privilege of stopping a shipment for the 
purpose of doing some work on it at a point lying between 
the origin and the ultimate destination. Both of these 
privileges allow the application of a through rate from the 
starting point to the ultimate destination, in spite of the fact 
that the movement is interrupted, either by change in desti- 
nation or by holding a shipment at some intermediate point. 
Both result in greater elasticity in marketing. 


1. RECONSIGNMENT AND DIVERSION OF FREIGHT 


Definition—Strictly speaking, “diversion” means a change 
in the destination or route originally named in the bill of 
lading, while “reconsignment” means a change in the con- 
signee. In practice, however, the two terms are used inter- 
changeably to indicate most changes in the billing of freight 
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and changes which require an additional car movement, wheth- 
er the change be in the consignee, the consignor, the desti- 
nation, or the route. } 


Reasons for Reconsignment.—The shipper’s need of the 
“reconsignment” privilege, as it is generally called, arises 
out of market exigencies, of which there are three chief 
classes : 


1. In many cases the nature of the product is such that it 
must be started rolling before it is sold, and consequently 
before a consignee is known. This situation exists with 
many perishables and notably with fruit and vegetables. 
Thousands of cars of bananas are shipped north from New 
Orleans each year consigned to tentative destinations and 
subject to the privilege of reconsignment while in transit. 

2. In some cases the production process is such that the 
freight must be shipped out at once without waiting for 
arrangements with a definite consignee. This applies to 
coal and oil. 

3. Often markets are so fluctuating and uncertain that de- 
mand may change while the goods are in transit, and it be- 
comes commercially necessary to change the destination. 
This applies to grain as well as to fruits and vegetables. 


The cancellation factor may be another reason for recon- 
signment. When an order is canceled after the shipment has 
been made it sometimes becomes necessary to reconsign the 
goods. 


Advantages of Reconsignment—Sugar Shipment.—Several 
illustrations may be given to show the advantages of re- 
consignment and something of how the reconsignment 
privilege works. It is common to ship such commodities 
as sugar and bananas from New Orleans with this privilege. 
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A carload of sugar may be purchased by a Chicago jobber. 
After the car has been shipped, the jobber gets an order 
-from a Detroit customer for a car of sugar. Accordingly, 
he requests the Illinois Central Railway to divert the car 
from New Orleans at Cairo, Ill., taking care to make the 
request in time to catch the car before the arrival at Cairo. 
Under these circumstances, the entire transportation charge 
from New Orleans to Detroit is the through rate via Cairo, plus 
a small reconsignment charge. The advantage lies in the 
fact that the jobber does not have to pay the local rate from 
New Orleans to Cairo, plus the local rate from Cairo to 
Detroit, the sum of which locals might be considerably greater 
than the through rate. | 


Reconsignment of Bananas.—Frequently cars, or . even 
trains, loaded with bananas, are started rolling out of New 
Orleans pending sale. They are billed over some road lead- 
ing to the North—say the Illinois Central—to some point 
lying betwéen the probable destination territory and New 
Orleans, with the intention of diverting the shipment at that 
point. Assuming such a train to be en route, an order may 
be placed to reconsign one car to Chicago, this order being 
given before the train gets into the Cairo yards. The charge 
for such a reconsignment prevailing among railways in the 
northeastern part of the country is $2.70. Another car may 
be reconsigned to Detroit, but the order may not be given 
until after the arrival of the train at the Cairo yards, in 
which case the charge will be greater—$6.30 under the rules 
of the northern carriers. 

Still another car of bananas may be placed for unloading 
in Cairo, but may be refused by the local jobber for some 
reason. In this case, it must be reconsigned to some other 
point—perhaps St. Louis—and in this case the higher re- 
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consignment charge is made, and in addition the car is 
charged the New Orleans—Cairo freight rate, plus the local 
rate from Cairo to St. Louis. The reason for this, obviously, 
is the fact that the carrier has been required to go through 
all the operations of billing and switching, which are involved 
in making two distinct shipments, one from New Orleans 
and another from Cairo. 

In case one of the cars is stopped at Cairo and is then 
ordered on within 24 hours, there is a charge for stopping, 
plus the reconsignment charge; but if the order of reconsign- 
ment is not made within 24 hours the reconsignment charge 
will be much larger. 


Reconsignment of Eggs—The case of a commission man 
who shipped a car of eggs from some point in Missouri will 
illustrate both the nature of reconsignment and the rules 
and charges which apply to the privilege. Originally the car 
was consigned to Chicago, via St. Louis, but before the car 
got to St. Louis, there was a break in the Chicago egg 
market which made it undesirable to make the delivery at 
that point. Accordingly, the shipper ordered the car stopped 
at St. Louis, his order being made before it arrived at the 
St. Louis terminal. For this privilege he was charged $2.70. 

Finding the St. Louis market also “soft,” he ordered his 
car reconsigned to Cleveland. This order was a second 
move, and the charge for it depended on whether the order 
was given in time to catch the car before it reached the St. 
Louis yards or not. (Clearly, if the car had gone into the 
yards it would have required greater labor to get it out and 
placed in the right train.) In the one case the additional 
charge would be $2.70; in the other case it would be $6.30. 

While in transit from St. Louis to Cleveland, the shinper 
ordered his car stopped at Indianapolis on information that 
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he might find a buyer there. As this was a second stoppage 
in transit, there was a charge of $6.30 involved. As bad 
luck would have it, however, the car was refused at Indian- 
apolis, and the shipper was forced to reconsign it once more, 
this time to a New York commission house. For this final 
move, our unfortunate shipper had to pay an additional 
$6.30. 

The sum of the foregoing charges is either $18 or 
$21.60, depending upon the promptness with which the re- 
consignment order was given at St. Louis. This amount had 
to be added to the rate, to cover the entire charge for rail- 
way service. The rate itself was the sum of the local rates 
to and from St. Louis, plus the local rate from Indianapolis 
to New York. If the shipper had not stopped his car at 
Indianapolis, however, he. would have enjoyed the through 
rate from point of origin to final destination. Moreover, if 
he had not reconsigned the car at Indianapolis, he would have 
enjoyed the through rate from St. Louis to New York instead 
of the sum of the rates from St. Louis to Indianapolis and from 
Indianapolis to New York. 

The carriers’ rules provide that if a car is stopped short of 
final destination after one diversion or reconsignment, the rate 
will be the sum of the rates to and from the point of first diver- 
sion or reconsignment. Also, if a subsequent change involving 
the movement of the car is made, it will be treated as a reship- 
ment, which means that the change at Indianapolis by which 
the car was reconsigned to New York: made the local Indian- 
apolis-New York rate apply. 


Rules Governing Reconsignment.—The rules and charges 
governing reconsignment and diversion, which have been 
partly illustrated, are as follows: Reconsignment is only al- 
lowed when the car does not break bulk at the point where it 
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is held or diverted, i.e., the original billed destination. The © 
through rate via the diversion or reconsignment point, which 
is in effect when the goods are shipped, will apply—unless 
there is some stoppage after one diversion or reconsignment, 
as already described. In Official Classification Territory the 
charge for reconsigning when the order is received prior to 
the arrival of the car in the terminal yard is $2.70, or if after 
arrival, $6.30. The charges are somewhat lower in the other 
territories. There are also charges for stopping the car for 
orders, which are larger in case the request is not made 
before arrival at the billed destination. 

It is to be remembered that demurrage and track storage 
charges are in addition to reconsignment charges, and that, 
when cars are held for reconsignment, demurrage charges 
begin to run after only 24 hours’ free time. 


Number of Free Reconsignments Allowed.—The carriers 
have maintained that in case of most commodities only one 
change in destination should be allowed on the through rate, 
but the tendency now is to permit a larger number of recon- 
signments, merely making an increased charge for more than 
one change of this sort. The situation existing in 1920 is 
illustrated by the case of a Kansas City lumber company 
which shipped a carload from Stephens, Ark., to Jonesboro, 
Ark., reconsigned to Dupo, IIl., and again reconsigned to 
Greensburg, Ind. There was a joint through rate (that is, a 
single through rate made jointly by two participating rail- 
ways) in effect from Stephens to Greensburg, but the carrier’s 
tariff permitted only one change in destination at that rate, 
providing that in case of a “subsequent change necessitating 
movement of the car the shipment will be treated as a re- 
shipment from point of reforwarding and will be charged 
the tariff rate therefrom plus $5 per car.” This rule was 
upheld by the Commission, and accordingly the shipper had 
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to pay the local rates to and from Dupo, plus a reconsignment 
charge of $5 at Jonesboro and an equal charge at Dupo. 


Rules for the Shipper—Shippers should recognize that the 
reconsignment privilege involves a special service and en- 
deavor to cooperate fully in facilitating the prompt and ef- 
ficient performance of that service. Among the rules to be 
observed are the following: Requests for reconsignment must 
be made or confirmed in writing. They should generally be 
filed with the agent at the point of origin, but, depending 
upon the line having the car, may be filed with the general 
freight agent, traffic manager, or superintendent of car service," 
or with the agent at destination. Such requests should 
adequately describe the shipment (giving date, origin and 
destination, consignor and consignee, car initials and number 
and route) and should clearly state the change in billing to 
be made. Prompt action is often required to catch the car 
before it passes the junction point at which the diversion 
should be effected. 

The original bill of lading should be surrendered when a 
reconsignment is made. If that is not practicable, the pro- 
cedure depends upon the kind of bill of lading. If it is a 
straight bill of lading, it is only necessary to establish owner- 
ship; but in case of “order” bills of lading, the one seeking 
reconsignment must give a bond of indemnity or other ap- 
proved security at the time of the reconsignment order. 

There has generally been a charge made of $1 per car for 
making a change in the name of the consignor, but no charge 
is made for a single change of that sort if the order is re- 
ceived before the car leaves the initial billing point and 
‘nvolves no extra movement. This rule has caused dissatis- 
faction, especially in the South, and the Interstate Commerce 
Commission has recommended that there be one free recon- 
signment while the car is en route or within 24 hours after 
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arrival at the original billed destination; also, that there be 
no charge for stopping a car on account of official inspection 
of fruits and vegetables if disposition of the car is made with- 
in 24 hours. 


Reconsignment Involving Back Haul—Sometimes it is 
necessary to reconsign a shipment to a point which involves 
a back haul or a haul which is “out of line.” Such a move- 
ment is plainly uneconomical, and the carriers have desired 
to make a special charge for it. The Interstate Commerce 
Commission has ruled, however, that there is no reason why 
“a reconsignment involving back haul should be distinguished 
from other reconsignments aside from making the regular — 
additional charges for the out-of-line haul.* 


Reconsignment after Receipt of Cars at Terminal Yards. 
—A point concerning which there has been considerable dis- 
pute between the shipper and carrier concerns the question 
of what constitutes placement of cars for unloading, and this 
question is generally combined with one concerning switching 
limits. For example, a coal dealer had been having cars 
switched to one of his coal yards in a certain city where the 
railway yard master would instruct the switch-train master 
at what points the different cars should be delivered. The 
carrier’s rule concerning diversion or reconsignment to points 
within switching limits before placement, provided that a 
single change in the consignee’s place of delivery at destina- 
tion would be allowed without charge if the order were re- 
ceived in time to permit instructions to the yard employees 
prior to the arrival of the car; but that otherwise a charge 
would be made which would increase within 24 hours after 
arrival. The coal company contended that the charges were 
unreasonable as the movement of the cars occurred before 


161 I. C. C. 385 (1921). 
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placement for unloading and was within switching limits. The 
Commission agreed that since the cars were not “placed,” the 
“movement was not covered by the company’s switching tariffs, 
but held that it must be deemed a reconsignment service and 
that the company’s rules were reasonable.” 

In another case,? the Commission ruled that when re- 
quested in writing by persons properly authorized, agents at 
a first billed destination will hold cars for the named con- 
signee and notify such consignee at his post-office address, 
and that on such cars, if subsequently reconsigned, the through 
rate from the original shipping point to the final destination, 
would apply, plus a reconsignment charge. In this case, the 
cars were placed on delivery tracks at the originally billed desti- 
nation. This, however, was held not to constitute “delivery” ; 
and since the points in question had been commonly recognized 
as “hold points,” from which reconsignment would ordinarily 
be made, the Commission concluded that the practice was 
desirable in this case. The final destination to which the 
cars would be consigned was outside of the switching limits 
at the hold points. 

This case suggests the fact that a large part of the recon- 
signment or diversion of freight in practice is confined to 
relatively few “gateways,” such as the Ohio River Crossings, 
the Virginia Cities, and gateways into New England. At 
such points storage yards are established, sometimes especially 
for the purpose of holding cars pending reconsignment. 

Another point to be noted is that from the railway’s point 
of view the increased reconsignment charge made after a car 
has been held over 24 hours, is partly a penalty made with the 
idea of forcing the movement of equipment. This penalty 
has been upheld by the Commission* on the ground that cars 


260.1. C. C. 217 (1921). 
Sieg dic. (C. 7% (1920). 
a7 I. ©. Ci. 631 (1917). 
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held for orders are in the carrier’s yards and thus may in- 
crease congestion seriously. 


Small Changes in Billing.—It will be helpful to keep in 
mind always that the reconsignment charge is based on ser- 
vice performed, and is justified because the carrier is put to 
extra trouble, chiefly in the way of car movement, tracing, and 
billing. When, however, some small change in a billing is 
made which involves practically no trouble to the carrier, 
especially if it is unavoidable, no charge is justified. It would 
seem just that no charge should be made in such cases as the 
following: A car is placed for delivery at destination and an 
order is given to deliver its contents to another consignee, 
which order is accepted by the carrier’s agent, there being no 
change in billing nor any additional car movement; or a change 
in route, consignee, or destination, or all of these matters, is 
necessitated by an embargo laid after the shipment originated. 
If any charge is made for a mere change in name of con- 
signor or consignee or in routing which does not involve 
additional car movement, it should be little more than nominal. 


Carrier’s Obligation—While diversion and reconsignment 
constitute a special service which a carrier apparently need 
not initiate, it is true that once the service has been extended, 
it may be demanded by the shipper. Once having been 
initiated, the carriers are required to publish the existence of 
the privilege together with their rules and charges. This is 
obviously wise, since it tends to prevent the discrimination 
that might arise were reconsignment privileges extended to 
some and not to others, or if the requirements and charges 
were not equal to all. 

In keeping with the special character of the reconsignment 
privilege is the fact that the liability of the common carrier 
does not apply in full to it. The law is that the carrier must 
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use due diligence in endeavoring to carry out the instructions 
of a shipper with reference to reconsignment by locating a 
- car in transit and by prompt action on request. But if due 
or reasonable diligence has been used, the shipper has no re- 
course in case his orders concerning reconsignment are not 
carried out. The carrier is not liable for failure if it has been 
reasonably diligent. 


Lack of Uniformity.—Lack of uniformity in diversion and 
reconsignment rules has been a problem. The Interstate 
Commerce Commission has been working toward the goal of 
uniformity, and during the last two or three years has held 
several conferences. It appears that the Southeastern roads 
are most liberal, since they have allowed an unlimited number 
of reconsignments without extra charge. The charges made 
by the Western roads are also generally less than those in 
Official Classification Territory. On the whole, there appears 
no good reason why practical uniformity in diversion and 
reconsignment practice should not exist. 


2. THE IN-TRANSIT PRIVILEGE 


Definition.—The in-transit privilege is the right to stop a 
shipment while in transit without losing the benefit of the 
through rate which is in force at the time the shipment is 
made. The original and typical case is that of a shipment of 
raw material made to some point where it is worked up, 
whereupon it is moved on to some-final destination point as 
a finished product, the whole movement being made on the 
basis of a single through rate. Usually the in-transit privilege, 
when given to such shipments, is limited to commodities which 
bear similar rates in the raw and finished form, as for example, 
grain and flour. The theory of this privilege is that the 
‘shipment to the intermediate point does not complete the 
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obligations of the carrier under the transportation contract, 
and that the movement from point of origin to final desti- 
nation constitutes a single shipment. 


Purposes and Results of the In-Transit Privilege. 
The chief purpose of the in-transit privilege is to equalize 
different communities. Thus, there are many flour milling 
centers both in the East and in the West. Points like Minne- 
apolis, Omaha, and Chicago are either adjacent to wheat-pro- 
ducing areas, or are points where rates “break,” that is, where 
through rates generally begin and end. For these reasons, such 
points without the milling-in-transit privilege would have 
a double advantage as milling centers, in that they could 
secure wheat with a short haul and ship out flour on a through 
erate. If a miller were located in some intermediate western 
town where the local rates in and out.were, taken together, 
higher than the through rates enjoyed by the foregoing points, 
he would be limited to a narrow local market. Or if an eastern 
miller had to pay the local rate on wheat from some western 
point, plus the local rate on flour to the eastern consuming 
point, he would be at a disadvantage in comparison with a 
a western miller at the points mentioned who could ship flour 
into the eastern territory on a through rate. By making a 
single through rate on grain and grain products, however, 
under the milling-in-transit privilege, the stream of grain 
and flour can flow from western farms to eastern and foreign 
points of consumption on substantially equal terms, regardless 
of where the flour is milled. ), 

The result is undoubtedly a diffusion of business. Since 
the application of through rates is extended the consumer is 
given the benefit of lower transportation costs as well as wider 
competition. In general, therefore, we may conclude that in- 
transit privileges are beneficial. | 

Like most useful arrangements, however, in-transit 
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privileges may be abused and may easily result in discrimi- 
nation. They afford abundant opportunity for fraud through 
substitution of tonnage, and require vigilant “policing” by 
the carriers to prevent shippers from receiving the relatively 
low through rates on shipments into the intermediate points 
even when such shipments are not made with the intention of 
reworking and forwarding them, or in shipments made out 
of the intermediate point which have no relation to the goods 
shipped in.® 


Kinds of In-Transit Privilege—The nature and importance 
of in-transit privileges may best be illustrated by a list of the 
chief cases in which the privilege is given: 


1. Milling in-transit (Grain) 

2. Refining in-transit (Oils) 

3. Fabrication in-transit (Iron and steel)—covers cutting, drilling, rivet- 

ing, painting, etc. 

. Sawing, dressing, or milling in-transit (Logs and lumber) 

. Finishing in-transit (Granite and marble, wooden handles, etc.) 

. Creosoting in-transit (Lumber) 

Compression in-transit (Cotton, hay, and straw) 

.. Sacking or barreling in-transit (Dried beans and peas; oils) 

. Mixing and blending in-transit (Molasses and syrup, vegetable oils, 

grain products) 

10, Concentration in-transit (Eggs, dairy .products, cotton—shipped to 
primary market and there concentrated for shipment to consuming 
centers) 

11. Inspection and grading in-transit (Hay, grain, beans and peas, wool) 

12. Grazing, feeding, or watering in-transit (Livestock) 

13. Icing in-transit (Various perishables ) 

14. Storage in-transit (Agricultural implements, apples) 


0 ON ANA 


The foregoing list does not exhaust the cases, but serves 
to illustrate practically every phase of the in-transit service. 
It is interesting to note that this service covers a wide range 
of in-transit operations, extending from those which involve 
a great change in the form of the product to those which 
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have no manufacturing significance but are purely commercial. 
The range of commodities which enjoy the privilege extends 
from eggs and cattle to steel and granite. 


Charges and Rules.—Charges for the in-transit privilege 
vary according to the section of the country and the nature 
of the service performed. Sometimes the in-transit rate is 
indicated by merely refunding a part of the local rate origin- 
ally paid on the raw material to the transit point. Sometimes 
the whole rate into the transit point is refunded when the 
out-shipment is made and a through rate is charged on the 
finished product as though it had been shipped from the origin 
of the raw material. Sometimes, again, a through rate is given 
which is somewhat lower than the sum of the locals into and 
out of the transit point. Another arrangement is to make a 
low through rate, and in addition, to collect a stop-off charge. 
Whatever the method, the arrangement approximates the 
granting of a relatively low through rate for what is in many 
respects two local shipments. 

In order to safeguard the privilege thus given, the carriers 
require that complete and accurate records must be kept of 
the shipments into and out of the transit point, and that such 
records must be subject:to inspection. Inbound freight bills 
must be surrendered sufficient to cover outbound tonnage, 
allowing for any tonnage otherwise disposed of. Loss and 
shrinkage at the transit point are allowed for, and this item 
in some operations is considerable. In some cases, however, 
rigid policing rules have not been adopted and enforced, re- 
quiring the surrender and cancellation of inbound expense 
bills. The Commission not long ago found that grain could 
be shipped from Minneapolis without*surrender of expense 
bills, thus causing a surplus of bills in excess of grain on 
hand. The excess of expense bills made it possible to ship 
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out under the in-transit rate grain products which had not 
come in under in-transit arrangements. 

The railways also make some requirements concerning the 
relation between the kind of commodity shipped in and that 
shipped out ofthe transit point. They must usually be of 
the same kind, allowing for some differences caused by blend- 
ing, etc.; but reasonable latitude is allowed in that the through 
rate is not limited to the identical material. Wheat cannot 
be shipped in and corn meal out under the through rate, but 
the flour which moves under the milling in-transit privilege 
need not be the product of any particular lot of wheat. 

There is generally a maximum time limit on the holding 
of goods at the transit point which is usually one year. 


Duty of Carriers to Give In-Transit Privilege—AIthough 
the carriers apparently need not grant the transit privilege 
unless ordered to do so by the Interstate Commerce Com- 
mission, this privilege is probably to be regarded as more 
closely associated with the function of common carrier than 
is the privilege of reconsignment. It is in keeping with this 
fact that not only do the railways regard it with more favor, 
but that it is well established that the Interstate Commerce 
Commission can require the granting of the in-transit 
privilege wherever in its judgment this is warranted. This 
must be for some good reason, as the existence of competition 
or some special need. The Commission has said, “The gen- 
eral policy of the Commission is not to require the establish- 
ment or extension of transit except where necessary to remove 
discrimination.’”* 


7™z0 I. C. C. 193; see also, 16 I. C. C. 232. 


CHAPTER XXVIII 
DEMURRAGE AND STORAGE 


Relation of Storage to Transportation.—The function of 
railways is to move goods. While a certain amount of delay 
is necessary at terminals, it is not the business of carriers to 
store the freight which they transport. Rates are based upon 
transportation service and cover such service only, including 
the operations which are necessarily involved in the movement. 
It follows that reasonable charges, in addition to rates, may 
be collected for storage at terminals. 


Demurrage.—Such storage charges are of two sorts. First 
there are “demurrage charges” proper, which primarily con- 
cern the use of freight-cars. They are collected for the deten- 
tion of cars beyond a certain maximum period of “free time,” 
and their purpose is chiefly to insure the greatest use of equip- 
ment by penalizing shippers for unreasonable delay in loading 
or unloading. They are charges which are avowedly more than 
a fair rental for the car, and are designed to be high enough to 
force its prompt release. 


Track Storage Charge.—lIn addition to demurrage charges, 
there are charges for “track storage” and for storage of freight 
unloaded and held on railway premises. Track storage is a 
charge in addition to regular demurrage, which is assessed at 
some points where freight yards are congested, the idea being 
that the trackage occupied by the cars has a special value and an 
extra charge is required to insure prompt release of equipment. 
This charge may be regarded as a form of demurrage. Several 
railways have team tracks on the Island of Manhattan where 
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they deliver carload freight. Since the value of land in such a 
location is very great, it is desirable to compel shippers to 
unload as quickly as possible, and a track storage charge is 
made amounting to $1 per car for the first day after 48 hours 
and $2 for each succeeding day. 


General Storage Charge.—After freight is removed from 
cars and the period of free time has expired, general storage 
charges begin to run. These are collected for the purpose of 
reducing congestion at terminals. The carriers are not ware- 
housemen, and, after free time has expired, they may even 
transfer the freight left at terminals to private warehouses, 
when the shipper or consignee would have to pay the regular 
charges for such service. When carload freight is unloaded 
by the carrier on railway premises for the purpose of releasing 
equipment, the storage charge is the same as would have ac- 
crued under car demurrage and track storage rules had the 
freight remained in the car. If the unloading is done by or at 
the request of the consignee or consignor, the storage charges 
may not exceed the same amount. 

Special demurrage and track storage charges may be col- 
lected on explosives and other dangerous articles, which is 
logical in view of the greater risk involved in handling such 
goods at the terminals. 


Reciprocal Demurrage.—lIn the early part of the twentieth 
century we heard a great deal about “reciprocal demurrage.” 
At that time there was much complaint of car shortage and a 
number of states enacted laws designed to compel carriers to 
pay shippers when they were unable to furnish cars within 
a certain period after receiving requests. Such laws are of 
doubtful expediency, and the Supreme Court has largely nul- 
lified their effect by deciding that the states cannot regulate 
delivery of cars in interstate commerce.’ 


1226 U. S. 246. 
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Importance of Demurrage Charges.—In view of the vital 
importance of reducing congestion of terminals and speeding 
up the movement of freight-cars, the importance of demur- 
rage charges is apparent. It has been estimated that on a 100- 
mile haul, when a consignee takes four days to unload a car, 
about two and one-half times as many cars are required to trans- 
port the same amount of goods as when the consignee only 
holds the car six hours. One of the chief causes of car short- 
age is delay in loading and unloading at terminals, and, to the 
extent that demurrage and track storage charges can reduce 
this delay, they are among the most important devices for im- 
proving the transportation service. Not only this, but by 
enabling the carriers to perform their service with a smaller 
number of cars, they minimize the amount of capital tied up 
in excess equipment, thus reducing maintenance, depreciation, 
and interest charges. 

It is all too common for certain classes of business men 
to use railway equipment in lieu of warehouses. This is 
especially true among speculative dealers when prices are high 
or rising. A railway official states that shippers use railway 
equipment even for interior plant hauling, such as the transfer 
of steel billets from furnaces to wire mills and also for haul- 
ing cinders, slag, etc. It is obvious that $2 a day, which is 
the initial demurrage charge, is, in many cases, a very cheap 
storage charge and consequently does not entirely prevent 
abuses of railway equipment. 

It is probable that the most numerous complaints received 
by the Interstate Commerce Commission concerning railway 
charges are those involving demurrage. This no doubt arises 
from the fact that business men do not fully understand the 
purpose and function of demurrage charges, nor the impor- 
tance of promptly releasing railway equipment. In addition 
to the preceding general discussions of demurrage and storage, 
therefore, it will be well to consider the chief regulations which 
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the carriers enforce with the approval of the Interstate Com- 
merce Commission. 


Demurrage Rules.—The rules concerning demurrage and 
storage charges are those adopted by the American Railway 
Association by agreement with the National Industrial Traffic 
League and approved by the Interstate Commerce Commission. 
They are known as the “National Car Demurrage Rules.” ? 
Prior to 1909 there was great diversity in demurrage rules in 
force in different parts of the country, but in that year the 
National Association of Railway Commissioners, with the ap- 
proval of the Interstate Commerce Commission, acted’to bring 
about uniformity. At the present time, therefore, demurrage 
rules are practically uniform and apply to all interstate and to 
most intrastate shipments. 

The Interstate Commerce Commission has ruled that de- 
murrage charges are a part of the terminal charges and that 
they must be filed just as tariffs are. Accordingly, they must 
be strictly observed and be collected even when the delays are 
due to conditions beyond the control of the carrier. If, for 
example, carloads of coal are held at a port awaiting a ship 
which is delayed by storms, demurrage cannot be waived, . 
even if the carrier should desire to do so. 

Some of the chief rules governing demurrage are as fol- 
lows: The carrier is obligated to give written notice of the ar- 
rival to the consignee within 24 hours after the arrival of the 
car and the bill of lading, this notice to contain the car number 
and initials, and a statement of contents and shipping point. 
Moreover, the carrier must give notice of the placement of the 
car in case it is not actually spotted on a public delivery track 
within 24 hours after the notice of arrival is sent or given. 
This is important for the reason that under the conditions 


2 Published by American Railway Association Tariff Bureau; B. T. Jones, Agent, 
Chicago, Ill. 
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mentioned the limited “free time” begins to run after notice of 
placement. 


Free Time.—Forty-eight hours of free time are allowed 
for loading or unloading cars. Free time is counted from 7 
A.M. of the first morning after a car has been loaded or placed 
for delivery. “Loading,” it should be noted, includes furnish- 
ing forwarding directions on outbound cars, and a car for 
loading is not released until proper billing has been furnished. 
“Placement” may be actual or “constructive.” For example, 
if a car cannot be actually placed as required—perhaps be- 
cause the tracks are fully occupied—the consignee or shipper 
may be notified and the car be held on his order, which con- 
stitutes constructive placement. 


Demurrage Rates—After the expiration of 48 hours of 
free time, demurrage charges are collected on each car for 
each day or fraction thereof, until the car is released. These 
charges have been $2 per car for each of the first four days in 
excess of free time, and $5 for each day above four days. Vari- 
ous other arrangements for charging have been proposed or 
tried, and it is probable that more elasticity would be desirable 
both in the way of having heavier charges in seasons of car 
shortage and adopting progressively graduated charges for 
periods over four days. 

There are several exceptions to the foregoing rules. In 
the first place, the demurrage charges do not apply to certain 
classes of cars or commodities, among which are stock cars, 
empty cars placed for loading coal at coal mines, and private 
cars on private tracks. In these cases, either holding the 
freight is impossible or the delay is a matter of no direct 
concern to the railways or the public. 

Another exception exists in the case of certain kinds of 
weather interference. When the condition of the weather 
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during any part of the free time is such as to make it im- 
possible for men or teams to work at loading or unloading 
cars without serious injury to the freight, free time is ex- 
tended until a total of 48 hours free from such weather inter- 
ference shall have been allowed. This rule would apply to the 
loading or unloading of lime during a driving rain, or to cases 
in which high water or snowdrifts make it impossible to get 
to the car. Also when the freight is so frozen as to require 
thawing out before unloading, the period of free time is 
extended. 


The “Bunching Rule.”—Still another exception is made by 
the so-called “bunching rule.” When as the result of an act 
of the carrier, cars are bunched and delivered in accumulated 
numbers in excess of daily shipments, the consignee is given 
such free time as he would have been entitled to had the cars 
been delivered in accordance with the daily rate of shipment. 
For example, if a shipper is receiving regularly material in 
carloads and three cars are shipped on three successive days, he 
would usually also have them placed on his siding sometime 
later on three successive days. Now, if the cars are all delivered 
to him ona single day in a bunch, he can hardly be expected to 
unload them with the same dispatch that he would have un- 
loaded a single car. In fact, he really has three times 48 
hours (or 144 hours) of free time due him, and this amount 
of time is assured under the bunching rule. But if one car is 
released in less than 48 hours, his free time on the next car 
begins with 7 a.m. of the day following. 


Average Demurrage Agreements.—It remains to describe 
briefly the “average agreement,” which is a matter of much 
importance to large shippers. When a firm is regularly 
receiving or delivering cars of freight, it may enter into an 
agreement with a railway to settle demurrage charges on all 
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its cars at the end of each month and to receive certain credits 
for the prompt release of cars. This constitutes a pooling of 

“the firm’s free time. Rule 9 of the National Car Demurrage 
Rules provides that if agreed the demurrage “shall be com- 
puted on the basis of the average time of detention to all 
such cars released during each calendar month.”” One credit 
is given for each car released within the first 24 hours of 
free time, and one debit is charged for each day a car is 
held over 48 hours up to four days. When a car has been 
charged with four debits, there will be an extra charge of $5 
per car per day, including Sundays and holidays. At the end 
of the month the total credits are deducted from the’ total 
debits, and $2 per debit is charged for the balance. Credits 
do not carry over into succeeding months, nor do credits 
earned on unloading cars apply to loading debits, or vice 
versa. 

The Commission has ruled that no average agreement 
under the uniform demurrage rules may combine in one 
account cars of more than one consignee and that this rule 
may not be defeated by making an agreement through any 
common drayman or public elevator. When, however, a 
storage warehouse company is specifically designated as con- 
signee and is responsible for the unloading and detention of 
the cars, it may be a party to an average agreement even 
though it receives carloads of miscellaneous freight owned 
by others.’ 

It may be noted that the average agreement does not 
apply in the case of cars held for reconsignment, nor on cars 
subject to the bunching rule.* 


®See I. C. C. Conference Rulings 400, 463, 407. 


* Except where bunching is caused by strike of carrier’s employees or where shi 


ments of coal are withheld by the carrier to protect its fuel supply and are sabaenicar 
delivered in accumulated numbers, 
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Advantage of the Average Agreement.—Undoubtedly, the 
average agreement gives certain advantages to the larger 
‘shippers. A company which has a considerable volume of. 
carload business during the course of a month may appreci- 
ably reduce its demurrage charges through credits received on 
cars which are released promptly. Some have thought this 
advantage amounts to a discrimination against small shippers. 
Certainly, the average agreement complicates the handling 
of demurrage accounts. Many railway men are inclined to 
think that the arrangement should be abolished, and it must 
be admitted that the argument for it is not strong. If the de- 
murrage idea is correct and it is desirable to penalize all cases in 
which equipment is held beyond 48 hours, it does not seem 
logical to introduce an arrangement by which the penalty 
can be softened. 


CHAPTER XXIX 


SOME TERMINAL TRAFFIC FACILITIES 
AND PROBLEMS 


Importance of Terminals.—It is too true, as Mr. L. F. 
Loree, President of the Delaware and Hudson, says, that “The 
large terminal stations and the large terminal yards are the © 
graveyards of cars.” As cities have grown in size and traffic 
has become more congested, the “terminal problem’ has be- 
come second to none in the field of railway transportation. 
No matter how swift the line haul, if terminal facilities are 
inadequate, delay and loss may be great. 

Practically all the millions of tons of freight hauled by our 
railways pass through “terminals,” where the railways take 
traffic from the shipper or deliver it to the consignee. It is 
vitally important both to shipper and carrier that here. there 
should be efficiency. This, however, can come only if there is 
mutual understanding of terminal problems and cooperation — 
in solving them. No small part of the trouble at present lies 
at the shipper’s door. 

In 1919, the total mileage of single track operated by the 
Class I railways of the United States was 375,424, and of this 
104,493 consisted of the yards and sidings. Moreover, 
between I915 and 1919 the increase in miles of first main 
track was only a little over 2%, while the miles of tracks in 
yards and sidings increased nearly 10%. Together with sta- 
tions and other terminal facilities, this means an enormous 
investment in terminals. In 1917 six railways out of some 
dozen entering New York testified that the assessed value of 
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their terminals at that point was nearly $82,000,000, and at 
an earlier date the Northern Pacific estimated that $73,000,000 
was the value of its terminals in eight cities, out of a total 
value of right of way and terminals of $107,000,000. 


Terminals Defined.—A terminal is “an assemblage of facil- 
ities provided by a railway at a terminus or at intermediate 
points on its line for the purpose of assembling, breaking up 
and relaying trains.” These facilities include yards, industrial 
and team tracks, piers, stations, warehouses, elevators, round- 
houses, and a host of other appurtenances. A “yard” is a set 
of tracks for the switching or storage of cars—for receiving 
them, arranging them in trains, or holding them while not in 
transit. “Industrial tracks” are those serving some particular 
_ industry or group of industries; and “team tracks” provide the 
means of transferring freight directly from cars to the wagons 
or trucks of the general public. 


Switching —One of the most important and characteristic 
terminal operations is “switching.” This is the movement of 
cars by a railway between points within a single station and 
placing them for delivery or receipt of freight.* 

“Line-haul switching” occurs when a’car comes in over a 
road to be delivered from its yard to some siding within the 
“switching limits” of a station, or is received at a siding for 
transportation. “Terminal switching’’ is the movement of cars 
between points within the switching limits. 

A very important part of terminal switching is carried on 
between the receiving yards of the railways and the private 
sidings and industrial tracks of commercial and manufactur- 
ing companies. 

It is too common for such companies to make inadequate 


1 There is also some “line-haul switching’? which is switching performed while 
cars are en route between stations. 
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provision in the shape of tracks and platform space for hand- 
ling their traffic, and this is one of the great causes of con- 
gestion and car shortage. It forces the railways to hold an 
unnecessary number of cars for consignees. If shippers and 
consignees having their own sidings would make provision 
adequate to handle enough cars for a day’s requirements, in- 
cluding trackage sufficient for easy switching, it would un- 
doubtedly do much to expedite car movement and to prevent 
congestion in periods of heavy traffic. 

Switching may be an intra-plant movement, or one between 
points on the terminal of a single road, or one between points 
on two different roads (interline switching) ; but it must usu- 
ally all be performed within certain “switching limits,” which 
are governed by railway rules and within which a schedule of 
switching charges applies. This movement may be made by 
the railway which transports the car to or from the terminal, 
or by some special local switching road or belt line. Not in- 
frequently, too, the larger industries operate their own switch-. 
ing services. 


Industrial Railways and “Tap Lines.’—“Industrial tracks” 
or sidings are not to be confused with “industrial railways,” or 
‘“<ndustrial carriers.”? The latter are short railways owned by 
some industrial concern which they serve, such as a steel plant. 
They may be common carriers, hauling freight for the public, 
or they may be mere plant facilities for bringing raw materials 
and fuel from a trunk line, delivering finished product, and 
intra-plant switching. The “tap line” is a species of industrial 
railway, so called because it taps a trunk line, the name being 
most commonly used in connection with lumber and coal lines. 
Tap lines are more frequently common carriers than are “in. 
dustrial railways.” 

Tap lines and industrial railways are often given an allow 
ance out of the through rate, when they can claim to be 
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common carriers. Obviously there is an opportunity for dis- 
criminatory rebating in this connection, and there is a long 
history of such cases.?, The Interstate Commerce Commission 
about 1910 tried to solve the problem by drawing a line be- 
tween plant facilities and transportation, and by forbidding 
the payment of rate proportions to the former. The courts, 
however, have held that the Commission has adequate power 
over rate divisions to prevent discrimination and that the prac- 
tice of making allowances to industrial and tap lines which are 
common carriers, is lawful. If the industrial road is a common 
carrier, it may be paid out of the transportation rate either by 
prorating the joint rate, or by absorbing its share as a switch- 
ing charge. If it is not a common carrier, the matter is one 
of switching charges, the line-haul road making extra charges 
per car for extra switching and spotting service, or paying for 
any switching services rendered by the industrial road which it 
would otherwise have to perform itself. 


Switching Charges.—Sometimes a charge is made against 
the shipper or consignee for switching service, and sometimes 
not. When charges are made, they differ widely at different 
points. In general it may be said that the tariff covering trans- 
portation includes the movement from the public freight-house 
or team tracks at the point of origin to those at the destination, 
including line-haul switching. Generally, too, if the movement 
is to or from some private siding or industry, which causes 
no more expense than is involved in the case of a switching 
movement to the public terminals, no charge is made. The 
railways are compelled to regard industrial tracks and private 
sidings as a part of their public terminals and treat the service 
to them as similar to that to team tracks. But sometimes the 
switching service to a siding involves extra expense, and then 


2 : i 1. €irCs 40320 I C..C. 2003/23 1.) C.. 277; 29 I: C. C.. 212; 
32 I. Peer ale Vinge cf 332; 68 I. C. C. 375; and cases there referred to. 
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a charge may be made. The movement may require “spotting” 
cars at points unusually distant. Also, when a car requires more 
than one placement for loading or unloading, an extra charge 
may be collected. 


Absorbing Switching Charges——Again, when interline 
switching is required, a charge is usually made. The shipper 
or consignee may not know this, for the carrier which trans- 
ports the shipment may pay for the switching itself. This is 
called. “absorbing” the switching charge. Thus one may ship 
a car to New York, billed to a consignee who cannot be reached 
over the rails of the road which makes the “line haul.” That 
road at the terminal turns the car over to another road which 
switches it to the consignee and makes a charge for its service. 
If this charge is “absorbed” by the original carrier, the shipper 
pays only the transportation rate to the terminal. The prac- 
tice of absorbing switching charges is general where competi- 
tion for traffic between the two stations exists among the roads 
concerned. Obviously if one of the carriers did not absorb 
the switching charges, the shipper would ship over the other 
road which could deliver his car direct to the consignee without 
an extra charge. 

When a group of carriers serving a given station all agree 
to absorb each other’s interline switching charges, “reciprocal 
switching” is said to exist. At Chicago, for example, any car- 
rier will deliver a car on the terminal tracks of any other 
carrier at the common Chicago rate. Necessarily this means 
that some roads must absorb more charges than others, and the 
Interstate Commerce Commission has not looked with favor on 
the practice. It is, however, undoubtedly a convenience to 
shippers. 

The charge for switching, when made, is either so much 
per car, or is a flat rate per 100 pounds (say 3 to 5 cents). 
The per car rate often runs from $1 to $5 per car. It is com- 
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mon to specify that such charges will only be absorbed when 
the shipment is one of 5,000 pounds or over, and sometimes 
a certain minimum revenue must also accrue under the through 
rate, say $8 to $15 per single car. Switching charges are 
quoted in special “switching tariffs.” 


Lighterage.—At several great water terminals it is neces- 
sary to make collections and deliveries of freight not only by 
switching, but by “lighterage,” that is, by movement on lighters 
or barges (when the freight has been unloaded from cars) and 
on carfloats—the latter being large barges on which are tracks 
for receiving cars. This is true at New York, Baltimore, 
Philadelphia, San Francisco, Chicago, and a few other points. 

As a rule certain limits are fixed within which “free lighter- 
age” is given to some classes of freight. At New York, where 
the free lighterage limits extend up and down the harbor, a 
total distance of 26 miles, the railways undertake to deliver 
carload freight of most descriptions by lighter or carfloat with- 
out extra charge. Free lighterage and floatage are also 
given to carload freight at Philadelphia and Baltimore, when 
such freight pays the carrier a certain minimum amount (7 to 8 
cents per 100 pounds), subject to a minimum quantity. 

The lighterage service at New York, at least, costs much 
more than the amount received by the carriers for the service. 
On lighterage-free freight, the carriers serving New York de- 
duct 3 cents per 100 pounds from the total through rate before 
prorating with connecting roads, and they add 3 cents to the 
transportation rate on freight originating at nearby points. 
This is only 60 cents per ton, and since it is estimated to cost 
over $1 to lighter a ton, it is evident that the carriers suffer a 
considerable reduction in earnings for the sake of maintaining 
traffic at the port of New York. 


2The railways from New England charge extra on deliveries not to their own 
terminal stations. 
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Belt Lines.—An important adjunct to modern terminal 
operation is the belt line. The industries of any city may not 
be located directly on the lines of the several railways which 
serve it, but may be scattered so as to secure the greatest ad- 
vantages as to rents and labor supply. In the latter event, it 
is highly important that there be adequate means for connect- 
ing the scattered industrial plants with the various main lines 
of railway, and this service is frequently afforded by “belt 
lines” which switch cars to or from the several carriers with 
which they connect. Also, it is desirable that freight routed 
through a station where terminals are congested to some point 
beyond should be able to pass around without actually going 
into the terminals. 

There are (1) outer, or detour, belt lines; and (2) inner, 
or industrial, belt lines; and a special type of inner belt line 
is the water-front belt line. The outer belt lines serve to divert 
freight from congested stations or terminals, by transferring 
cars to connecting lines without taking them through the termi- 
nals. Their operation is well illustrated at Chicago, where 
there are four concentric belt lines, and they prevent the un- 
necessary lodging in the terminals of a large volume of through 
freight. 

Inner belt lines of various types are found at New Orleans, 
San Francisco, Baltimore, Philadelphia, Indianapolis, .and 
several other points. Sometimes they are owned and operated 
by the city, as at New Orleans; sometimes the city shares in 
the ownership, as at Philadelphia; generally they are owned by 
private companies. They supply a physical connection be- 
tween all the industries and railways which they touch, thus 
organizing them into a single great terminal. Shippers reached 
by an industrial or water-front belt line are benefited by the 
competition of all connecting railways. 

The special significance of the water-front belt line is that 
it serves to coordinate rail and water transportation. It ex- 
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tends along the water line of a harbor, intersecting the various 
roads which radiate therefrom, and connecting the piers and 
wharves. A complete belt line of this type would enable the 
transshipping of freight and switching of cars from any one 
railway or wharf to all the others, and would connect the in- 
dustries located along the harbor front. 

What was said about switching charges applies to the 
charges of belt lines, when they are separately owned and oper- 
ated. It is to be noted that, unless owned exclusively, and 
maintained, operated, and controlled by some state or munici- 
pality, belt lines are included under the term “carrier’’ as used 
in the Interstate Commerce Act, and are subject to the Federal 
Commission. In line with this fact, the Commission has 
held that when a carrier or group of carriers owns a belt line, 
it must deliver to points on that line at the same rate as to its 
own terminals. In a word, a subsidiary terminal belt line is 
considered as a part of the terminals of the controlling road 


or roads. 


Importance of Belt Lines——The importance of belt lines 
may be briefly summed up as follows: 


1. They relieve present congestion. 

2. They enable greater freedom and economy in locating 
industrial plants. 

3. They aid in the control of wholesome urban develop- 
ment. 

4, They increase the service and decrease the expenses of 
shippers by extending the rail outlets available to them. 

5. They increase the efficiency of ports or harbors both 
by coordinating all piers or wharves and all rail lines, at the 
same time bringing the two groups of facilities together. 


It may safely be said that the existence of both inner and 
outer belt lines is vital to any sound plan of port development. 
New York has managed with very little belt line con- 
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struction, by the aid of her extensive use of lighterage, but 
the port is seriously handicapped by the lack of coordination 
among its harbor facilities through rail connections. With- 
out such connections the rail-water terminals are more or less 
isolated. They virtually become separate ports. In order to 
have maximum efficiency there must be port and terminal 
unity, and to have such unity there must be physical con- 
nection among all piers and railways. 

The great obstacle to achieving this end has been the 
natural jealousy of carriers which have secured the better 
terminals. They have exercised foresight and made large 
investments, and each desires to retain its advantages. It 
is believed, however, that this is a shortsighted policy. In 
the long run the interests of the carriers are interrelated and 
must run parallel to those of the public. It may be safely 
predicted that in a short time our great stations will all have 
a unified and coordinated system of terminals and terminal 
charges, and that in such a system the belt line will play a 
leading part. 


Trap Cars.—Clearly related to switching is the use of 
“trap cars,” or “ferry cars,’ as they are sometimes called. 
Such cars are placed by the carriers on the private sidings of 
shippers to be loaded with less-than-carload freight. They 
are then hauled to the freight-house or transfer station, where 
they are rehandled if necessary, and the shipments contained 
are distributed for forwarding to their various destinations. 
A similar service may be given on inbound freight. This 
service may be performed free of charge if a minimum of 
12,000 pounds is loaded. Otherwise there will be a charge 
of from $2 to.$5 per car. The Commission has ruled that 
trap-car service is unlawful unless given under definite and 
clear tariff authority, non-discriminatory in terms and appli- 
cation.* 


#34 LoG. C. S21. 


Chr 2o] - TERMINAL TRAFFIC FACILITIES 493 


Such service is often of great advantage both to shipper 
and carrier. It makes unnecessary the passage of the freight 
through freight-houses, which are often highly congested. 
Trap cars are usually placed late in the day and hauled to the 
station at night, while the drayage of L. C. L. freight becomes 
most congested between two and five o’clock in the after- 
noon; consequently the station force and equipment can be 
better utilized. Shippers can locate at points fairly distant 
from the station, when they are able to load their L. C. L. 
freight directly into cars, thus saving in rent and drayage. 
It may bring a saving in loss and damage to load directly 
into cars. As a result of trap-car service, carriers can get 
along with smaller investments in freight-houses. 

On the other hand, time may be saved for the shipper by 
draying, since these shipments generally go forward the 
same day, while trap-car shipments will generally not move 
out until the day after. 


Store-Door Delivery and Container Cars.—During the war, 
when freight congestion was especially bad, much attention 
was given to the subject of “store-door delivery.” Of late 
years, too, the use of “container cars” has been proposed and 
tried. Singly or together, these two devices hold out great 
hopes for increased economy and speed in handling freight 
at terminals. By store-door delivery is meant the delivery of 
freight by the carrier at the door of the consignee. A con- 
tainer car is one which carries two or more separate and 
removable containers which can be transferred bodily with 
their contents to motor trucks. The container car naturally 
goes with store delivery, but store delivery does not require 
the container system. 

From early times it has been the custom of English 
railways to include the delivery of less-than-carload freight 
in their regular service—which is one reason why freight 
rates in England seem higher than in this country. Fora 
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long time the Canadian roads have followed the same practice 
at Montreal and other points with good results, and for many 
years down to 1913 store-door delivery was made by railways 
in Baltimore and Washington. It has recently been adopted 
in a partial and limited way by the Erie at New York City. 
Thus it is not an untried theory, but a practical operation. 

Container cars are in use by the New York Central and 
several other roads for certain traffic. Doubtless other experi- 
ments are being made. 


The Erie Experiment.—At present, the Erie’s plan is as 
follows: The freight to be handled breaks bulk at the receiving — 
yards on the Jersey side of the Hudson River and is transferred 
to motor trucks or to trailers hauled by tractors. These are then 
ferried across the river, and either proceed direct to the con- 
signee’s warehouse or to an Erie’s Manhattan station, as_ 
desired. At present the trucking is done under contract by a 
large New York trucking concern. Outbound freight is 
handled in a similar way. 

This is but a first approximation, and plans for exten- 
sion and improvement have been considered. The first step 
proposed is the adoption of a container system at the receiving 
yards, where bulk would be broken and the freight unloaded 
into containers about the size of an ordinary truck body and 
which can be handled economically by cranes. These con- 
tainers would next be loaded on flat cars and hauled to the 
waterfront, where they could be transferred by cranes to floats, 
towed to Manhattan, transferred by cranes to trucks, and 
delivered. 

This method would be but transitional. The proposed plan 
called for a second step, which would require the construction 
and use of container cars. This step would eliminate the trans- 
fer to flat cars at the yards, since the container cars would be 
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hauled to the pier and the containers would then be loaded di- 
_rectly on floats and so be ready for transfer to trucks for deliv- 
ery to the consignee or the inland freight-house. There would 

thus be no breaking of bulk, but freight might be loaded into a 

container and shipped through to the consignee without further 

handling, other than by crane from car to float, and from 
float to truck. Where floatage is not involved, the process 
would be even simpler. 


Objections Raised against Store-Door Delivery—Why, 
then, has store-door delivery not made greater progress? 
Chiefly on account of inertia and the opposition of separate 
trucking interests. On the one hand, the railways have 
dreaded the extra liability and trouble involved in taking 
over the collection and delivery of goods at their terminals. It 
was found at Washington that, as the city grew, greater 
demands for distant and inconvenient deliveries were made, 
without increase in compensation. Some carriers have not 
desired to assume the liabilities of truckmen in addition to 
those they now bear. 

Naturally enough, the smaller trucking companies, fear- 
ing the loss of an important part of their business, have 
brought opposition. Also large concerns equipped to do their 
own trucking, such as wholesale grocers, have objected, say- 
ing that they prefer to do their own hauling and can do so 
more cheaply than the railways. 


Advantages of Store-Door Delivery.—On the other hand, 
the advantages are: 

1. Relief of congestion of terminals and streets. A more 
orderly system of deliveries (and collections) could be 
adopted with fewer needless and overlapping hauls. A large 
volume of freight would not need to pass through freight- 
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houses. The freight-house facilities required would be 
minimized and the same platforms could be used for both 
inbound and outbound freight. 

2. More expeditious movement of freight. 

3. Great economies in handling by centralization and 
elimination of duplications. It would certainly enable a more 
continuous utilization of trucks. When each merchant and 
manufacturer does his own trucking, twice as many trucks 
may be required to serve a single block as would be re- 
quired if the carriers did the work. 


Store-door delivery is a special service in the nature of 
a “privilege,” and in the case of Baltimore and Washington 
the Interstate Commerce Commission held that the carriers — 
were under no obligation to give such service.® If, however, 
it should become recognized as a public necessity, legisla- 
tion requiring it might hold. It seems that the gains far 
outweigh the losses, and if we can assume a fair allowance 
for compensating the carriers, there is no valid long-time 
objection. It might be wise to allow firms which desire 
to operate their own trucks to do so, as is the practice in 
Canada, but this condition should be transitional, as it might 
allow considerable duplication of service and facilities. 


Advantages and Disadvantages of Container Cars.—As to 
the container car, its use has certain limitations. It would 
require large first cost for equipment and devices for handling 
the heavy containers. There are important commercial diffi- 
culties, such as the necessity of accepting goods on the basis 
of “shipper’s load and count,” and the difficulties of handling 
the collection of freight charges. Some freight is too long 
to load in containers. But these difficulties are merely limi- 
tations on the use of containers. The system could be used 
to advantage for many kinds of freight and express, and 
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it might be installed gradually at certain terminals and as 
new equipment is required. The New York Central has 
tried the system for express between New York and Chicago, 
and for freight between Chicago and Cleveland; also in haul- 
ing shoes on the Boston and Albany. 

The advantages of the container system are these: 


1. It saves breaking bulk at terminals and unnecessary 
handling which is so burdensome in the case of short-haul 
PCL. fremht: 

2. It minimizes the amount of packing required. 

3. It reduces damages due to rough handling. 

4. By enabling a shipment to remain locked in a container 
all the way from shipper to consignee, it eliminates theft. 

5. It saves trucking and demurrage. 

6. Tallying and checking are reduced. 

7. The car trucks (running gear and platforms) can make 
a greater mileage through more continuous use. Container 
cars can be loaded and unloaded in a fraction of the time 
required for filling a box car by hand trucking. 


It seems to the author that store-door delivery is bound 
to come soon in certain large and congested stations, and that 
the container car will find a limited use for certain classes 
of traffic of the semi-express type and possibly for more 
general use at those points where store-door delivery is 
required. 


Elevator Service and Storage— We will only touch on two 
other terminal services, namely elevation and _ storage. 
Elevator service is a part of transportation and carriers are 
bound to provide it. It is common for railways which handle 
grain to store it in elevators, either their own or those belong- 
ing to outside concerns. At such terminals as Boston, New 
York, Philadelphia, and Baltimore, the railways own large 
elevators. 
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In case a carrier employs commercial elevators it may 
make reasonable and non-discriminatory “allowances” for 
their services, such allowances being subject to the regulations 
of the Interstate Commerce Commission or State Commis- 
sions, according to whether the traffic is interstate or intra- 
state. It is to be noted that the elevator allowances referred 
to concern grain only in process of transportation. They 
do not apply to commercial elevator service such as cleaning, 
drying, weighing, and storing grain, though the railways _ 
may also perform these commercial services at fair rates. 
At the seaboard terminal elevators, the charge for handling 
grain is generally .9 of a cent per bushel, covering elevation, 
storage, insurance, and spouting into the ship; but at some 
points where insurance is not included the charge is .75 ofa 
cent. At such points the elevators are at the piers. 

In New York, where such is not the case, and the grain must 
generally be lightered to ships, floating elevators are employed 
to transfer it from barges to the ship’s hold, for which service 
the companies which operate the floating elevators charge .9 of 
a cent per bushel, the railways making no charge for their 
elevator service and giving “free lighterage.”’ As shippers 
sending grain via New York can thus reach any ship in the 
port, instead of being confined to such ships as may be avail- 
able at the piers of the terminal receiving the grain, and con- 
sequently can secure the promptest sailing and minimum 
ocean rates, New York has an important advantage for this 
traffic. The New York railways, however, must work on a 


very narrow margin as a result of giving free elevation and 
lighterage. 


Charges for Storage.—To some extent, storage charges, like 
demurrage,° are penalties designed to hasten the movement of 
freight from the terminals and prevent congestion; but in 


®§ See page 476. 
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the main they are to be regarded as payments for special 
services rendered by the railways—the privilege of using 
‘their terminal premises for warehouse purposes. When 
freight is left in the carrier’s possession beyond a specified 
“free time,” it is stored as a warehousing service. For this 
service the carrier charges on most ordinary classes of freight 
are 1% cents per 100 pounds for the first five days, and for 
the sixth and each succeeding day, 3 cents. “When carload 
freight is unloaded by the carrier for the purpose of releasing 
needed equipment, the storage charge will be the same as 
would have accrued under car demurrage and track storage 
rules 7 had the freight remained in the car.’’® 

Railways have the right to remove freight from their 
premises and store it in public warehouses at the owner’s risk 
and expense, as provided in their bills of lading. 


Joint Use of Terminals and Interchange of Traffic— 
The foregoing pages of this chapter serve to emphasize the 
importance of terminals and terminal service, and they show 
that both carriers and shippers must help by making adjust- 
ments in their methods and by cooperating, if the best terminal 
usage is to be attained. Also, it will probably be nec- 
essary for some government pressure to secure the necessary 
sacrifice of shortsighted special interests. We shall, there- 
fore, conclude this chapter with a few words on the legal 
situation and public regulation. 


Two Phases of the Terminal Problems—Adequacy of 
Terminal Facilities—To begin with, there are two distinct 
phases of the terminal problem, one concerning the adequacy 
of the combined facilities of the railways, taken as a whole, 


7 See page 476f. 

8 Storage Charges and Rules: Rule 5, Sec. C. A complete set of rules and 
charges which are uniform for most carriers is published by the American Railway 
Association Tariff Bureau, Chicago. 
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throughout the nation or at some particular station; the other 
concerning the better utilization of existing terminal facili- 
ties through coordination or combination. Concerning the 
former there is little to say. If it should become clear that 
the terminal facilities are inadequate, the Interstate Com- 
merce Act provides that all carriers engaged in interstate 
commerce shall, if able, afford “‘all reasonable, proper, and 
equal facilities for the interchange of traffic between their 
respective lines, and for the receiving, forwarding, and de- 
livering of passengers or property to and from their several 
lines and those connecting therewith’ (Sec. 3). Under this 
provision the Commission could compel the installation of 
adequate terminal facilities in so far as the financial ability 
of a carrier allowed. 

It is not clear, however, that there is at present any general 
inadequacy in physical terminal plant or service. Rather the 
need of the hour is for the better use of the existing plant. 


Coordination of Terminal Facilities—This second phase 
of the terminal problem has two aspects: the interchange 
aspect and the joint-use aspect. The interchange of freight 
between railways involves the subjects of physical connection 
between lines and the through routing of traffic over connect- 
ing lines, and the Commission has great power over both 
matters. Upon the application of any lateral, branch line, 
or of any shipper tendering interstate traffic for transporta- 
tion, common carriers subject to the Interstate Commerce 
Act must provide and operate on reasonable terms a switch 
connection, if such connection is practicable:and safe and 
will furnish compensatory traffic (Sec. 1, par. 9). This is 
true even at “closed” terminals where a carrier has not opened 
its terminal facilities to any other lines. Also connection 
between docks and railways can be compelled (Sec. 6, par. 
13a). The shipper’s right to designate routing, backed by the 
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Commission’s general power to establish through routes and 
its special power to direct the handling and routing of traffic in 
emergencies,” ® may further control the interchange of 
freight. 

It will be observed that not every shipper or railway can 
come to a line and compel it to lend the use of its terminal 
facilities by interchanging freight. There are certain “ifs.” 
The connection must furnish sufficient business to justify 
construction and maintenance. In the past, too, the Commission 
has been against doing anything to compel a carrier to “short- 
haul’ itself, and it denied the request of the Jersey cities 
which sought to compel the lines entering New York to 
adopt reciprocal switching tariffs *° which would make one 
_road switch a car for a mile or two only to transfer it to a com- 
peting road to haul to a destination reached by both. Also, 
not every road which seeks a connection may be a “lateral, 
branch line’ under the Act. The purpose is to insure to 
shippers the outlets they need, and the Commission may not 
aid a line (perhaps an electric line) to force its way into a 
terminal built up and already well served by older lines. It 
will not aid merely acquisitive competition, and the addition 
of more competing lines will not be regarded as necessary 
where facilities are adequate." 

Doubtless the question of discrimination plays a part here, 
and if a carrier interchanges traffic or does switching at its 
terminal for one road, it will probably be compelled to do so 
for others if the refusal to do so results in unfair discrimina- 
tion. 


Power of the Commission over Terminal Matters.— 
The original Interstate Commerce Acts, in so far as terminal 


®See page 327. 
10 See page 488. 
1731. C. C 20. 
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relations are concerned, dealt almost entirely with the inter- 
change relationships discussed in the preceding paragraphs; 
but the present law takes a long step in the direction of pro- 
viding for the joint use of terminals (as by trackage rights). 
Thus the Commission may “require the use of any terminal 
facilities, including main-line tracks for a reasonable distance 
outside of such terminal, of any carrier by another carrier 
or other carriers,’ and may fix reasonable terms (Sec. 3). 
Moreover, if the Commission thinks that any emergency re- 
quiring immediate action, such as congestion or car shortage, 
exists in any section of the country, it is empowered to require 
the joint use of terminals (Sec. 1). 

These are broad powers, but certain wise limitations are 
contained in the Act. In the general, or non-emergency - 
paragraph, it is set forth that the Commission must find the 
joint use to be (1) in the public interest, (2) practicable, 
and (3) without substantial impairment of the possessing 
carrier’s ability to handle its own business. Moreover, in 
fixing compensation, the terms must be just and reasonable, 
and be ascertained on the principle controlling condemnation 
proceedings, which insures due recognition of the value of 
the use. Indeed, the value so determined would be so great 
in the case of many terminals that we may be sure that joint 
use will not be lightly sought. As to compulsory joint use in 
emergency, it remains for events to show how elastic the term 
‘emergency” will prove. Certainly it would cover any serious 
congestion which threatened to be of long duration at a point 


such as New York. How long a period may be covered by 
an emergency? 


“Emergency” Powers Likely to be Most Important.— 
It is not unlikely to develop that the emergency provision is 
the more important of the two. The courts will undoubtedly 
protect the interests of the owners or occupiers of terminal 
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properties, and will not support any compulsion of joint use, 
not required by social emergency, which would deprive them 
- of property rights without full compensation. And if grant- 
ing joint use of a terminal would destroy the competitive 
power of a carrier, what would be the value of the sole use 
of that terminal to it? It might represent in an extreme case 
the entire value of the road. As already observed, a rail- 
way’s investment in a terminal may represent great foresight 
and risks, as well as a certain first cost. Then there may be an 
element of “unearned increment”? in some cases, about the 
loss of which we may be less concerned, but which neverthe- 
less under our past and present customs has been allowed to 
belong to owners. Under condemnation proceedings it is 
the “‘value’”’ of the use, not the cost of the investment in the 
property, that must be paid for, and such value—even if re- 
stricted to that which might reasonably have been anticipated 
by business foresight—would often be enormous. 


Summary.—In this chapter we have seen how important 
are railway terminals, and something of the variety and 
significance of the services performed by carriers at such 
terminals. Some terminal facilities are in the nature of 
special privileges which the carrier is not required to furnish 
—except that if offered to one shipper they must be given to 
all. Others under our law are an essential part of the trans- 
portation service and must be provided as required. The 
Interstate Commerce Act says that for its purpose the term 
“railroad” shall include carfloats, lighters, and ferries operat- 
ed in connection with any railway, and also switches, spurs, 
tracks, and terminal facilities of every kind necessary in 
transportation. The term “transportation,” in turn, covers all 
services in connection with the receipt, delivery, elevation, 
storage, and handling of property transported. The 
various terminal services are subject to rules, regulations, 
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and charges which are available in published form, and every 
regular shipper or traffic man should be familiar with them. 
We have merely sketched some of the more important points, 
describing briefly the nature of the service charges and point- 
ing out some of the rights and duties of carrier and shipper. 

The nature of the terminal problem should now be fairly 
clear to the reader. It is one of the very greatest and most 
pressing problems in transportation today. It seems clear 
that it lies chiefly in securing a better coordination of terminal 
facilities. Yards and tracks, freight-houses, elevators and 
lighterage facilities can be coordinated through a wise joint 
use and by interchange of traffic. The construction or ex- 
tension and combination of belt lines will do much to assist 
the coordination of existing facilities. At the most congested 
points the adoption of store-door delivery will save great 
waste and expedite the movement of traffic. To some extent 
improved arrangement and devices will help—better yards, 
freight-houses, and equipment; the adoption of the container 
car for certain kinds of traffic. 

On their part, the shippers can do much by such means 
as loading promptly and properly cars, in routing, and doing 
their share in providing trackage and platform space at private 
sidings and industrial tracks. Their cooperation is required 
for the successful introduction of store delivery and container 
cars. 

One of the chief grounds for anticipating improvement 
in transportation in the near future lies in such developments. 
With our great terminals mobilized and working as units, 
congestion and car shortage would largely disappear. 

In conclusion we may note with approval the following 
statement made before the Interstate Commerce Commission 
in the New York Harbor case (1917): 


The essential defect of the country’s railroad system is 
the great cost of terminal handling as compared with the 
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economy of hauling the trains, and nowhere is this defect 
more in evidence than at New York. Defective city terminals 
throughout the land must be enlarged, modernized and in- 
tegrated. At each city, as in the cities of Europe, the ter- 
minals will come to be conducted as administrative units. 

These changes of policy involve vast expenditures which 
can only be recouped by terminal service charges, and con- 
sequently there must be substituted for the old-fashioned 
practice of individualistic competing terminals a modern 
policy of terminal integration and a segregation of terminal 
charges from hauling charges.*% 


aa47 tC. G. 734s 


CHAPTER XXX 
FREIGHT CLAIMS 


The Great Importance of Freight Claims.—in recent years, 
sums in the neighborhood of $100,000,000 per annum have 
been expended by the railways of the United States in settle- 
ment of claims made by shippers for loss and damage to 
freight. This amount has been equal to about 2% of the 
total operating expenses of the railways. In short, it is 
large enough to turn the scale between profit and loss very 
decisively. 

In 1921 over 2,630,000 loss and damage claims were 
presented against the carriers, and nearly $97,000,000 was 
paid. An active campaign among the railways by education 
and supervision to reduce their losses from this source resulted 
in decreasing the number of claims to 2,351,000 in 1922, while 
payments fell to $48,085,000—a remarkable achievement 
which it is to be hoped will be made permanent. 

Moreover, the subject of claims is one that causes much 
friction between shipper and carrier, which is very undesir- 
able. Most students of the subject will agree that much of 
this friction could be eliminated if there were in the minds 
of both parties an understanding of the processes involved 
and of their mutual duties and obligations. It is with this 
thought that the following chapter is written. 


The Carrier’s Liability for Loss and Damage.—lIf a group 


of laymen were asked the following question, it is probable 
that decided difference of opinion would develop: “If an 
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automobile being transported in a box car is pierced by a 
bullet fired by an unknown party while the train is rolling 
along between Detroit and New York City, who is liable for 
the damage?” Yet there is only one answer to the question 
—the railway company. At common law a “common carrier” 
is liable for any and all loss or damage to freight which is being 
transported by it, unless such loss or damage is caused by 
an act of God, the public enemy, the fault of the shipper, or 
by some inherent weakness in the goods shipped. This makes 
the carrier responsible in all ordinary cases—and also in many 
extraordinary ones, as illustrated by the foregoing question. 

The correct way to regard the subject is to consider that 
a contract has been entered into between shipper and carrier, 
under the terms of which the carrier agrees to deliver the 
goods safely at their destination. Under this contract the rail- 
way must not only (1) haul the goods, but (2) must do so at 
the published rate, and (3) deliver the full quantity, (4) in 
the same condition as that in which they were received; and 
(5) this it must do within a reasonable time. If it fails to 
live up to its part of the contract, it must recompense the 
shipper to the extent that his shipment is lost or damaged, or 
to the extent that he is overcharged. Damages, however, 
are limited to those which are the natural and proximate 
result of the carrier’s breach of contract. 

Under the Interstate Commerce Act a carrier engaged in 
interstate commerce cannot avoid liability for the “full actual 
loss, damage, or injury ... caused by it...” Some 
states also have enacted laws which provide that no contract 
or rule shall exempt any railway corporation from the full 
liability of a common carrier. 


Three Classes of Freight Claims.—A freight claim is a 
demand filed by a shipper of a right to recover from a carrier 


1 But carrier is not responsible for natural shrinkage. 
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for loss of or damage to freight or for the application of 
erroneous rates. There are thus three great classes of freight 
claims : 


1. Claims for loss. Such claims may be for—(a) “known 
loss,” that is, physical loss which is evident at the time of 
delivery by the carrier or which is known by the carrier’s 
complete failure to make delivery; (b) “concealed loss,” 
which is physical loss that is not known until after the con- 
signee has opened the container and checked its contents; 
(c) “loss by delay,” which is economic loss arising from a 
change in values to the disadvantage of the consignor or 
consignee. 

2. The second great class of claims consists of damage 
claims. These may be either (a) “known damages” or (b) 
“concealed damages.” “Damages by delay” are also dis- 
tinguished, arising from deterioration or spoilage due to un- 
reasonable delay in delivery. Apparently these may be either 
“known” or “concealed,” as in the case of damages due to 
accident or rough handling. 

3. The third kind of claims consists of overcharge claims. 
Such claims all involve the rate that is charged. The over- 
charge may come about in several different ways. The ship- 
ment may be given the wrong class, or rating; it may be 
given the wrong rate, either through error in quoting the 
tariff or through faulty routing ; it may be given an erroneous 
weight; or there may be an error in computing the total 
amount. Whatever the cause, however, the essential feature 
in the overcharge claim is that it concerns the rate and not 
loss of or damage to the goods shipped. 


Kind of Traffic Most Affected by Loss and Damage.— 
It is important to consider in detail the nature and causes of 
loss and damage to freight. First, let us note the kind of 
freight which is found to be most subject to loss and damage. 
During the single month of September, 1920, 43 large rail- 
ways paid the following loss and damage claims: 
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Clothing, dry goods, and notions............... $620,000 
Fresh fruits and vegetables............cceceecse 577,000 
Grane sea ek ctine YUNG. So seyeteta oi atencintee 279,006 
dobacco, cigars,,and cigarettes ........cce toons 241,000 
POCO USNOES WP oN coco he cee. 217,000 
EUIAL TEM CHEW) Bete 6 \cteh wists ek Voie sed bees 210,000 
Bed OO a ie aN ced Ps Plage nin crs ashe ole eteteratslords 186,000 
Meats and packing-house products.............. 154,000 
Automobiles, trucks, and accessories ............ 153,700 
PUQHSEIIOIA TS OGOS! ceskare v.50, Uatic tev nce tarde bie ack 77,000 
CEC Pee ORS ORS ne es he ee PE. 63,000 


It is obvious that this list consists chiefly of two great ciasses 
of goods, namely, those which are especially liable to pilferage 
and those which are perishable or easily damaged by handling. 
Clothing, dry goods, tobacco products, and boots and shoes 
are notably liable to theft; while fresh fruits, meats, and 
eggs are easily spoiled or broken. In 1921 the carriers paid 
claims on fruit and vegetables alone amounting to $14,500,000. 
Grain, while fairly liable to loss on account of defective cars, 
stands as high as it does in the list chiefly because of the 
relatively large tonnage which is handled. 

An important point to understand is that less-than-carload 
freight furnishes a relatively large proportion of loss and 
damage claims. The total tonnage hauled by the railways in 
carloads is somewhat over 75%, but the proportion of loss 
and damage claims paid on carload shipments is only about 
50%. This is illustrated by the experience of 165 railways in 
the month already mentioned, September, 1920. They re- 
ported $3,500,000 paid in loss and damage claims on less- 
than-carload freight, and only $3,200,000 on carload freight. 
The reasons for this situation are fairly clear, since less-than- 
carload freight not only comprises a relatively large propor- 
tion of finer merchandise, but is also subject to more frequent 
transfer and handling. 

A recent report of the-Southern railway covering the first 
six months of 1922 illustrates the foregoing points. The facts 
speak for themselves. 
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No. of Amt. of Revenue Percentage of 
Flour Claims Claims Earned Loss 
@arload sentence cs cle cers 827 $14,401 $106,055 13.58 


Less Carload>.......- 945 7,A27 14,655 50.68 


Causes of Loss and Damage.—A study made by the Illinois 
Central in 1922 showed that by far the largest percentage 
of loss and damage claims is caused by carelessness of one 
sort or another. The study showed that approximately 32% 
of the total was immediately caused by rough handling, 15% 
by defective equipment, 11% by delays in transit, and 10% 
by loss of packages—these causes alone covering 68% of the 
total. The railway was able, by greater watchfulness of its 
special agents, to make a great reduction in thefts, which in 
three years had numbered 12,000,000 and had necessitated 
total payments of claims amounting to over $395,000. 

Rough handling of cars was the cause of 16% of the loss 
and damage expenses reported to the freight claim division 
of the American Railway Association in the first quarter of 
1922. 

The chief causes of loss and damage are contained ir the 
following list : 


Rough handling. 

Bad packing. 

Bad loading. 

Defective cars. 

Careless inspection of cars. 

Delay in transit. 

Theft (before, during, or after transit). 
Dishonesty of consignees or railway employees. 
Inadequate protection of perishables. 
Misrouting. 

Faulty marking. 

Car shortage. 

Shipping to oversupplied markets (especially perishables). 
Refusal of goods by consignee. 
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Delivering freight to other than consignee without the 
latter’s order. 


A cursory reading of the foregoing list will show one 
that the human element in loss and damage of freight is large. 
Indeed, it may be estimated that not over 10% of the loss and 
damage to railway freight can be traced to causes beyond 
human control; and it follows that by education among shippers 
and railway employees, and by more careful supervision, a 
large part of the losses could be eliminated. 


Preventing Loss and Damage.—Often the trouble could 
be easily avoided. For example, take the case of a shipment 
of ten cases of fine machinery from Milwaukee to Memphis. 
Nine of the cases were marked; one was not. The car con- 
taining the shipment went through Cairo, where its contents 
were transferred, the nine marked cases going through to 
Memphis, while the one not marked was held. It was put 
away and forgotten, and in due course a claim was presented 
and paid on the ground that the shipment was one case short. 
One of the greatest accomplishments of the railways in 1922 
was by education and supervision to reduce claims for “un- 
located loss of entire packages” from $13,173,000 to $5,026,- 
000. 

Or take the case of a $2,500 type-setting machine, shipped 
from a middlewestern point to New York. It was both im- 
properly crated and insecurely loaded, and, to make- things 
worse, the car was roughly handled by the trainmen. As a 
result, when it reached its destination, the machine was not 
worth unloading, and a claim for its full value was presented 
and paid. Such loss might have been prevented if the shipper 
had attended to the proper packing, or if the agent at the 
shipping point had insisted on having the machine properly 
crated (and charged the expenses on the waybill as advances), 
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or if the trainmen had handled the car carefully. “Rough 
handling” continues to be the most serious and perplexing 
problem in the campaign to reduce loss and damage claims. 

All too frequently, a consignee finds his shipment short 
on account of theft while the goods are in transit. For 
example, a wholesale grocer may discover that his employees 
are reporting each car of flour short by eight or ten barrels, 
and on investigation ascertain that the railway’s employees or 
his own, or both, are obtaining free flour by marking up a loss 
that does not exist. 


“Shipper’s Load and Count.”—_When a car is loaded by the 
shipper, and the carrier’s agent does not tally the contents, it 
may be accepted for transportation and the bill of lading be 
endorsed with the words, “shipper’s load and count.” These 
words do not deprive the shipper of his right to redress for 
shortage in delivery, but they do shift the burden of proof. 
Under these circumstances he must show conclusively that the 
goods were actually loaded into the car. Naturally the carrier 
is not responsible for damage due to improper loading in this 
case. The shipper who accepts responsibility for load and 
count should use great care in stowing and tallying his goods 
and make a full record of them to meet questions on the part 
of carrier or consignee. 


Preventing Misunderstanding between Shipper and Car- 
rier—On receipt of goods an immediate inspection and noti- 
fication of loss are desirable. In the case of known loss or 
damage the facts should be endorsed on the freight bill by the 
carrier’s agent on delivery. Any shortage which appears dur- 
ing the unloading of a car should be reported at once to the 
agent. Or if there is any sign that a package has been tam- 
pered with, there should be a joint inspection by a representa- 
tive of the carrier and the consignee. A concealed loss or 
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damage should be reported to the agent immediately, and an 
opportunity be given him to make an inspection. An intelli- 
gent observation of the Golden Rule will be found to be good 
business. When the freight claim agent can feel that a shipper 
is filing only just claims, he will naturally have confidence in 
the claims made by that shipper and will pay them more readily. 
Much misunderstanding exists concerning the correct 
policy to pursue when a shipment is received which is affected 
by loss, damage, or overcharges. The consignee should be 
careful not to give a clear receipt when any package is not 
delivered, or checks short, or is in bad order ; but the weight of 
authority is in favor of accepting delivery even when the 
goods are damaged and the responsibility for that damage is 
not settled. Acceptance of a damaged shipment does not hurt 
the consignee’s claim. The best practice is to use every reason- 
able means of minimizing the damage, by repairs, etc. Only 
when goods have lost all value should the consignee refuse to 
accept them, and then he will sue for their entire value. When 
there is a partial damage due to depreciation in value of the 
goods caused by delay, the general rule is that the consignee 
must accept the goods and recover his loss in an action at law. 


Filing Claims.—A claim may be filed by either consignor 
or consignee, depending upon which has the title to the ship- 
ment involved. The claim should be filed as soon as possible. 
The Transportation Act provides that it shall be unlawful for 
the carrier to require less than ninety days for giving notice 
of a claim or less than four months for filing it. A period 
of two years is provided within which a suit may be instituted 
after the carrier has given written notice disallowing a claim. 
In accordance with these provisions, the uniform bill of lad- 
ing adopted by the carriers provides that claims for loss or 
damage must be made in writing within six months after de- 
livery of the property (or nine months in the case of export 
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traffic).2 This is in case the loss or damage does not occur 
while the shipment is being loaded or unloaded, or is not dam- 
aged in transit by the negligence of the carrier. In other cases 
no notice or filing of claims is required as a condition of re- 
covery. . 

Suits must be begun within two years and one day. 

Generally, loss and damage claims should be filed with 
the initial carrier when more than one road is involved, since 
it is logical to deal with the one issuing the bill of lading. 
Overcharge claims, however, are logically filed with the carrier 
which collected the charges. Claims filed with the destination 
carrier are generally best submitted to the agent who made the 
delivery, but may be sent direct to the freight claim agent. 


Overcharge Claims.—As already noted, overcharge claims 
differ from loss and damage claims in that they involve tariffs 
or rates. It might seem, therefore, that such claims should be 
filed with the Interstate Commerce Commission, itself, and dur- 
ing the war the Railway Administration made a ruling that they 
should be so filed.- In 1921, however, the Commission returned 
such claims to the claimants tu be filed with the carriers. . Over- 
charge claims may be filed at any time. If a carrier refuses 
such a claim, it may be presented to the Interstate Commerce 
Commission within two years after the rate in question is paid. 
If the Commission orders payment, the carrier may still refuse 
to settle ; then the complainant must go to the courts for a final 
settlement. In this case, his action is subject to the Statute of 
Limitations, 


Supporting Claims.—Too frequently, claims are not prop- 
erly supported, and this causes delay or even failure to secure 


_2In case of non-delivery the period is six months after a reasonable time for 
delivery has elapsed. 
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a settlement. In order to secure the best results, the claimant 
should use the standard forms approved by the American, Rail- 
way Association and by the National Industrial Traffic League. 
Since these forms cover all necessary points, such a course in- 
sures expedition. This is especially desirable in case of con- 
cealed loss or damage. In these cases, the forms provide for 
a shipper’s certificate covering the handling of the shipment 
to the carrier’s warehouse, a consignee’s certificate covering the 
handling of the freight from the receipt at destination till un- 
packed, and the inspection of the shipment by the carrier’s 
representative and consignee. : 

The papers required for properly supporting a claim are: 
(1) the original bill of lading, (2) the freight bill, (3) the 
original or a certified copy of the invoice, and (4) an itemized 
bill for cost of repairs or a sales account where these are ap- 
propriate. Naturally a claimant hesitates to give up the orig- 
inal bill of lading, but it should be remembered that this paper 
shows his right to recover and contains notations essential to 
passing on the claim. Moreover, it insures the carrier against 
duplicate payments of claims. It is sufficient protection to the 
claimant to retain a copy of the bill of lading. 


Basis for Determining Amount of Carrier’s Liability — 
The basis for determining the amount of the carrier’s liability 
is the value of the property at the place and time of delivery. 
The uniform bill of lading formerly provided that settlement 
should be on the basis of the value of the property at the place 
and time of shipment. But in 1921 the Supreme Court ruled 
in the case of the Chicago, Milwaukee, and St. Paul Railway 
v. McCaull-Dinsmore Company, that destination value should 
govern. 

When goods are lost in transit, in addition to his claim 
for the value of the lost freight at destination at the time it 
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should have been delivered (less transportation charges), the 
shipper should claim interest from the time the freight should 
have been received. 

It may be noted that it is the policy of the law to impose 
upon the consignee the obligation to reduce as much as possi- 
ble the loss for which the carrier must respond. Reasonable co- 
operation and good faith on the shipper’s part are desirable. 
The fact remains, however, that when goods are damaged in 
transit the carrier is liable for the full difference between their 
value as received and their value in good condition. When 
the claim involves loss or damage by delay, the basic factor is 
the normal or customary time during which the goods should 
have been in transit. A common carrier is not an insurer 
against delay, and when there is no special contract binding it 
to deliver within a specified time, a railway is not liable for 
damages from mere delay in transportation. 

It is, however, the duty of a carrier to make shipments with 
reasonable dispatch, and the law implies a contract that goods 
accepted for transportation shall be delivered at destination 
within a reasonable time. Accordingly, if the time consumed 
is unusually long, the presumption will be that it is unreason- 
able, and the burden of proof will be on the carrier. Other- 
wise, the claimant will have to prove that the delay is due to 
the carrier’s negligence. Delay due to weather and conditions 
beyond the control of the carrier cannot be considered unrea- 
sonable. The carrier, however, is bound to advise the shipper 
as to conditions reasonably within its knowledge which would 
cause delay, such as congestion at a connecting point. 


Determining Loss by Delay, and Overcharge.—The 
measure of loss or damage from delay is the difference in value 
of the shipment at the time of actual arrival at destination and 
what the value would have been had the time in transit been 
a customary or reasonable period. 
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The amount of a proper overcharge claim is the difference - 
between the correct rate applicable at the time of shipment and 
‘the rate actually paid, plus interest on the amount of the over- 
charge. Such interest accrues from the date of the collection 
of the charge by the carrier.? 

Overcharges which arise from the shipper’s own error 
cannot be refunded by the ‘carrier. Thus, when a shipment 
of structural iron was made with the intention of having it 
fabricated in transit, and the shipper failed to note on the 
bill of lading that the in-transit privilege was desired, the 
Interstate Commerce Commission ruled that the higher 
charges which accrued as a result of the shipment not re- 
ceiving the in-transit privilege was due to the shipper’s error 
and could not be refunded. 


®It is unlawful for a claimant to accept a refund without interest. Conference 
Ruling 489. 
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Part VI—Government Regulation in the 
United States 


—_—. 


CHAPTER XXXI 


PUBLIC RELATIONS AND REGULATION; THE 
TRANSPORTATION ACT OF 1920 


Fundamental Facts——In approaching “the railway prob- 
lem” and the study of government regulation, it is essential to 
keep in mind two fundamental points: first, the operation of 
railways is a business; and second, the railways are public 
utilities and the railway business is “affected with a public 
interest.”’ It is the failure to recognize the truth of both these 
statements and to harmonize them, which is responsible for a 
large part of the mistakes which have been made in dealing 
with the railway problem. 


Railway Transportation a Business.—First, then, railway 
transportation is a business. In these days of increasing 
government regulation and talk of government ownership, we 
are too prone to forget this fact. Business is buying and sell- 
ing for gain, and railways buy the means of transportation 
(labor, fuel, equipment, and supplies) and sell transportation 
service (ton-miles and passenger-miles) for the purpose of 
giving a profit to investors in railway securities. 

The fact that the railway business is subject to rate regula- 
tion and to enforced publicity does not take it out of the cate- 
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gory of business enterprises. Suppose every grocery store were 
compelled to sell groceries at fixed prices, and were required 
to make reports as to operating expenses and net earnings. It 
would still be true that the individual grocers would have a 
chance to make varying rates of profit according as they bought 
their goods cheaply and conducted their businesses with effi- 
ciency in merchandising. They could still use enterprise in 
adopting new devices, perfecting organization, and efficient 
advertising and selling. Undoubtedly, the field for initiative 
would be reduced and the risks and problems of the business 
enterpriser would be modified, but the grocery store would still 
be a business. Business does not depend upon secrecy nor even 
upon competition in prices. The essential thing is that goods or 
services are bought and sold with the idea of gain and that 
success is determined by the ability to show a net gain over a 
period of time. 

The fact is that nowadays practically all industries are, to 
an increasing extent, subject to government regulation, federal, 
state, or local. The Sherman Anti-Trust Law and the Clayton 
Act deal with various “restraints of trade.” The Federal 
Trade Commission Act is an attempt to prevent unfair compe- 
tition. Blue Sky Laws deal with the issuance of securities. 
Building ordinances, factory inspection laws, and sanitary 
measures everywhere restrict business. Nevertheless, the in- 
dustries affected by such regulation are still essentially busi- 
nesses and are generally so regarded. 


Social Justification of Business.—The social justification 
of business is that in seeking gain business men are led to put 
goods or services which are desired on the market, thus making 
available the consumption of things which people want. Ii 
honestly and wisely conducted, business tends to insure 
that consumers will get what they want when and where they 
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want it. In the long run, business men find gain by supplying 
the wants of society with efficiency, and centuries of experience 
have failed to show any equally satisfactory way of accomplish- 
ing this end. In most industries, the spur of profits has proved 
thus far to be the best incentive to the efficient supplying of 
goods and services. 

Politics or government is vastly different from business. 
It is desirable that a government should be run on an economi- 
cal basis, but the end of government is not economic. 

If we want the railways operated efficiently, supplying us 
with transportation at the lowest cost, we must allow their 
policies in the largest possible measure to be determined by 
business considerations. This would be true under govern- 
ment operation. But if the construction and operation of 
railway systems were determined by votes and: political con- 
siderations, experience in the United States shows that we 
might expect to see the influence of log rolling and the pork 
barrel. Railways would be built where votes would be gained 
and taxpayers would foot the bills. 


Essentials of a Business Basis.—I{ we are to keep railway 
transportation on a business basis, we must take care to pre- 
serve certain essentials of business in the construction and 
operation of railways. Among these essentials, the first is 
initiative. In order for a business to exist, there must be a 
reasonable amount of initiative, and if every policy were to 
originate with the government, there would be no true business 
enterprise in the management of railways. In the second place, 
there must be reasonable elasticity in the conduct of railway 
affairs in order that the transportation service may be supplied 
when and where it is demanded. In the third place, in the 
running of railways necessary costs must be allowed for and 
rates be encouraged which, wherever possible, are sufficient to 


522 GOVERNMENT REGULATION IN WU. S. [Pt. VI 


cover costs; for in this way only can we prevent the economic 
waste which comes when services are sometimes furnished at 
a loss and other times at a disproportionate profit. The rail- 
way business must be allowed to operate with profit in order 
to insure initiative and progress and to attract and hold the 
large amounts of capital which it requires. 

In short, within reasonable limits, the laws of supply and 
demand must be allowed to apply to the railway business, and 
this means that it must be recognized that none of us, whether 
he be a professor or a labor leader or a senator, has the omnis- 
cience which would be required to determine when and where 
railway facilities should be supplied, what expenses should be 
incurred, and what rates should be charged. To the utmost 
extent which is consistent with the public utility aspect of rail- 
way transportation, we should strive to preserve the business 
element which still remains in the conduct of our railway com- 
panies. There is danger that business will be driven out of 
our railways, but there is still a chance to preserve it. 


The Railway Business a Public Utility Business.— 
The foregoing paragraphs have been written with a full recog- 
nition of the fact that businesses differ in their relations with 
the public. From the jewelry business to a water and light 
company is a far cry. The railway stands in the list of busi- 
nesses in which the public has a vital interest. The reasons 
for this fact are now well known and generally admitted. 


Legal Grounds.—Some of these reasons are recognized 
in law. Thus the railway is a “common carrier’; as such 
it performs a sort of public office and in offering transporta- 
tion to all it assumes the obligation of supplying equal facili- 
ties. The law speaks of the railways as “public highways,” 
meaning that they perform functions of the state in establish- 
ing and maintaining the highways, by means of which the 
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parts of the state preserve their intercommunication. In view 
of their being public highways and common carriers, railways 
receive certain “franchises,” that is, powers which belong only 
to the state itself. Among these are the right of eminent do- 
main, under which they may take private property for public 
use; the right to take tolls, meaning fees which are not based 
on competitive value; and the right to be a monopoly. 


Economic Grounds.—To the economist, however, the es- 
sential reason for the peculiarly intimate relation between the 
railways and the public lies in the economic characteristics of 
the business, the chief ones of which are: (1) that railway 
transportation is a natural partial monopoly, and (2) that there 
is a large element of “joint costs.” Other businesses supply 
goods or services which are vitally essential to the public, as 
for example, steel, coal, and milk. The difference is that the 
iron and steel, bituminous coal, and milk businesses are such 
that competition in price can work satisfactorily, and costs of 
production can be determined specifically for each unit of 
product. This, we have seen, is not true of the railway busi- 
ness.” 


Summary Statement Concerning Public Interest in Rail- 
ways.—To sum up, direct competition in railway rates does not 
work; costs of particular railway services cannot be deter- 
mined ; railways perform functions which from time immemor- 
ial have been recognized as the duty of the state. Efficient and 
non-discriminatory transportation ‘service is vital to society, 
much as the circulation of blood is to the animal organism. 
Consequently, the construction and operation of railways are 
among those matters which are of peculiar importance to 
society and concerning which it is peculiarly necessary that 
the members of society should be protected from discrimina- 


1See above, page 190f. 2See page 177f. 
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tion. We can get along without jewelry and golf clubs; we 
can find substitutes for numerous items of food and clothing; 
but our public highways must be maintained and our common 
carriers must furnish their services on equal terms. 

The railways, then, are public utilities and are affected to 
a high degree with public interest, but they are, at the same 
time, businesses, and should be run on a business basis. For- 
tunately, it is possible to allow some public functions to be per- 
formed in such a way as to retain the motives which tend to 
reduce cost to a minimum. 


The Need of Railway Regulation.—As times change, the 
kind of railway regulation most required also changes, but 
there are certain phases of the railway problem which are 
generally with us. Among the earliest and most continuous 
occasions for regulation have been discrimination in rates, and 
the need of maintaining a fair general level of rates. The 
question of safety is also an old one. The following list of 
points will serve to sum up the chief transportation matters 
which are the object of regulation at the present time and 
which will probably remain so: 


1. Discrimination in rates: 
(a) Discrimination among persons. 
(b) Discrimination among places. 
(c) Discrimination among commodities. 
2. Excessive or inadequate general level of rates. 
3. Safety of travel (locomotive inspection, grade separation, auto- 
matic train control, steel passenger coaches). 
. Finance (valuation and security issues). 
. Supply of transportation facilities: 
(a) New construction and abandonment of line. 
(b) Car supply. 
6. Service: 
(a) Terminals. / 
(b) Car service. 


. Relation between shipper and carrier (carrier’s liability). 
. Labor relations. 


a pb 


on 
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9. General public policy (enforcing the social point of view by vari- 
ous means; illustrated by rate adjustments to diffuse industry, 
measures to help solve the coal problem, etc.) 


Regulation of accounting, and consolidation of roads, are 
particular phases designed to secure results under one or more 
of the above heads. 

There is no evidence that any one of these objects of regu- 
lation will ever cease to exist, and it does not now seem likely 
that any new ones will arise. It should be noted that all of 
these points would still exist and constitute problems if the 
railways were owned and operated by the government. To the 
author it seems probable that under “government ownership” 
the problems arising under some of the heads would-be even 
more acute than they now are under private operation. 


Methods of Railway Regulation.—Properly speaking, “rail- 
way regulation” implies that the railways are privately oper- 
ated and subject to regulation by the government. We shall, 
however, briefly outline the various methods of dealing with 
the railway problem, including government ownership and 
operation. 

Conceivably, railways might be left entirely to private 
ownership and operation without any regulation. This would 
be one extreme. The other extreme lies in complete govern- 
ment ownership and operation. Between the two extremes lie 
various possibilities. We have tried leaving the railways in 
the hands of private operators, subjecting them to a minimum 
amount of regulation. We have gone further and introduced 
an increasing amount of regulation, to such an extent that it is 
doubtful if sufficient initiative remains with the private opera- 
tors. Regulation may go even further in comprehensiveness 
and detail, reaching a point at which private capital and initia- 
tive would no longer care to function in the railway business. 

In a majority of nations government ownership and opera- 
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tion have been tried and are now in existence. In some cases 
the railways have been owned by the government and operated 
by private persons, as in Mexico. In other cases, the railway 
properties have been owned by private persons and operated by 
the government, as formerly in Italy. Again, a combination 
of government and private railways has been tried as in Bel- 
gium and France, where some lines are owned and operated by 
private capital and others by the government. Finally, we find 
complete ownership and operation of all railways by the 
government, as in Germany and Australia. 

It is impossible here to discuss these various schemes. It 
may fairly be stated that unregulated private operation has 
been found impossible and that experience does not seem to 
justify such combinations as private ownership and govern- 
ment operation or government ownership and private opera- 
tion, nor the concurrent operation of public and private lines. 
In short, the choice lies between a rather completely regulated 
system of private ownership and operation and a system of 
complete government ownership and operation. This issue will 
be briefly discussed after an account has been given of the 
attempt of the United States to deal with the problem by regu- 
lation. 


Administrative vs. Judicial Control—A few years ago, it 
was important to point out that there are two methods of ap- 
plying regulation to railways or other industries—the judicial 
and administrative.’ “Judicial control,” according to which 
laws are passed and individuals are left to secure their rights 
through action in the courts, has now been largely aban- 
doned. It proved too uncertain and inflexible, and was un- 
satisfactory in that it attempted to apply remedies to evil 
results rather than to prevent them. “Administrative con- 
trol” is now the accepted means. It is generally applied 


3See Haney, Business Organization and Combination, page 385. 
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through commissions or other expert bodies which have a 
mixture of executive, judicial, and legislative power. Such a 
body is our Interstate Commerce Commission. 


The Interstate Commerce Commission—This Commission 
consists of eleven men appointed by the President, by and 
with the consent of the Senate. Though not required by 
law, it has been usual to appoint men who have more or 
less skill in railway affairs. As the Commission is at present 
constituted, a majority of the members have served on state 
railway commissions. Until recently, two members were 
professional economists. The salary of a Commissioner is | 
$12,000 per annum. The members of the Commission choose 
a chairman who holds office for one year. There is a per- 
manent secretary who performs the duties which usually per- 
tain to that office and who, under the supervision of the 

chairman, acts as the administrative officer of the Commission. 

The Commission is divided into “Divisions,” each division 
including not less than three members. The Commission may, 
under the law, refer any of its work to a division and the 
divisions have power by majority vote to make decisions which 
have the same effect as if made by the Commission itself, 
subject to a rehearing by the Commission. Any member of 
a division who may desire it, may compel the transfer of a 
case to the full Commission for consideration, and when there 
is an appeal from a division ruling, the rehearing of the case 
takes place before the Commission as a whole. Thus there 
is little danger of decisions which are not in conformity with 


the opinion of the majority. 


Plan of Commission Organization.—The plan of organiza- 
tion of the Commission is set forth in detail in its annual 
report for 1920. In addition to five “Divisions,” there are 
thirteen “Bureaus” and a number of special “Boards.” The 
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functions of these subdivisions of the Commission’s form of 
organization are indicated in the following outline, together 
with the designation of the head of each bureau. This out- 
line will serve to indicate the relation between the bureaus, the 
divisions, and the Commission as a whole. 


Bureau of Safety (hours 


: and safety appliances).......... Chief 
Dish MANAGEMENT AnD Bureau of Locomotive In- 
SPECIONG: aus ces ret Aepectas 
Bureau of Valuation. ; . Director 
Bureautot -Craffiichcis).en seem Director 
Rolecs poor Board 
elease ates Boar 
Div. 2. RATES Suspension Board f{°°°"""* : Chiefs 
Fourth Section Board 
Bureau of Informal Cases. . . Chief 


Board of Reference 


Diy. 3. RATES AND SERVICE (Piget of Inquiry (inves- 
(formal complaints not a4 tigation of alleged crim- 
gued orally) inal violations) 
INTERSTATE ‘ 
COMMERCE Bureau of Finance (secur- 
COMMISSION ities, pastenente and 2 
. necessity, loans)............ irector 
Div. 4-\ MANAGEMENT Board of Compensation 
Bureaus of Accounts and 
Statistics (in part) 


Bureau of Service (car ser- 
vice, and transporta- 
tion of colar ven 


priorities, joint use of ter- 
minals, physical connec- 
tions, etc. 


Div. 5. SERVICE (includes { 


.. Director 


Bureau of Formal Cases. ChiefExaminer 

Bureau of Law...........Chief Counsel 

Bureau of Accounts (ex- 

ComMISSION as a whole cept Division 4 matters) 
Bureau of Statistics (ex- 

cept Division 4 matters)...... Director 

Bureau of Administration.... ..Secretary 


fp. Lyte Director 


Naturally the public most frequently comes in contact with 
the Commission in connection with traffic and rate matters; 
consequently, their dealings are generally with the Bureau of 
Informal Cases, the Bureau of Formal Cases, and the Bureau 
of Traffic. 


Informal Complaints.—Informal cases comprise all those 
complaints in which there is no hearing and no formal order is 
issued. Any shipper may write to the Commission complain- 
ing of rates or service. One does not have to hire a lawyer. 
In making informal complaint, it is only necessary to tell the 
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secretary of the Commission exactly what the trouble is. The 
secretary may request further information, but when the facts 
_are all in, the Commission will state the complaint to the rail- 
way concerned and file it on its “informal docket.’ The car- 
rier is requested to make a written statement covering the case 
from its point of view. If this statement shows that the origi- 
nal complaint is unfounded, the complainant is so advised. 
The carrier, however, not infrequently admits that the com- 
plaint has merit. It may find that the shipper was overcharged. 
If so, it makes an application to the Commission for authority 
to repay the excess charge, and if the Commission ‘finds no 
objection, it grants the authority to refund. Such authority 
is necessary in order to prevent rebating under the guise of 
settlement for overcharges. If the carrier denies the charges 
set forth in the complaint and determines to fight the case, the 
Commission so notifies the complainant who may then either 
drop the matter or file a formal complaint. 


Formal Complaints.—Formal cases are those which the 
carriers choose to defend and which involve a hearing and 
formal decision. Anyone may file a formal complaint, and 
it is not necessary that an informal complaint be first sub- 
mitted. While procedure before the Commission is by no 
means as formal and technical as in the courts of law, and it 
is possible to prosecute a case without employing dn attorney, 
the tendency has been towards increased formality, and it is 
generally desirable to employ a traffic attorney who is skilled 
in practice before the Commission and who has a favorable 
record in such practice. 

Forms for making formal complaint are furnished by the 
Commission. When the carrier complained against has re- 
plied, which must be done within a fixed time, the complaint 
is docketed and set for hearing at a place convenient to the 
parties concerned, generally favoring the shipper. Most 
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minor cases are heard by an examiner. The expenses of the 
hearing are all paid by the government, and consequently 
shippers can prosecute claims without ‘‘costs.” 

In 1921 the Commission received informal complaints to 
the number of 7,811, while during the same year there were 
1,487 formal complaints filed. The importance of the in- 
formal settlement of complaints is further indicated by the 
fact that in that year the refunding of rates or fares was 
ordered in 1,289 cases, and the refunds amounted to over 
$789,000. In addition 211 cases were dismissed or otherwise 
disposed of without orders. The Bureau of Informal Cases 
also handled approximately 91,500 letters, many of which © 
were in the nature of complaints, while others sought general 
‘nformation and informal rulings concerning the rights and 
obligations of the public and common carriers. 


Bureau of Traffic—The Bureau of Traffic has jurisdiction 
over all matters dealing directly with the charges for trans- 
portation and transmission by freight, passenger, express, 
pipe line, and telegraph service other than proceedings on the 
formal docket and complaints handled by the “Bureau of 
Informal Cases.” Its activities are directed towards the 
adjustment of controversies concerning rates, fares, and 
classifications, such adjustments being accomplished by cor- 
respondence and by informal conferences with shippers and 
carriers. Among the more important matters dealt with re- 
cently have been requests for changes in rates on less than 
the statutory thirty days’ notice, the filing of tariff publications 
containing changes in rates and ratings, the disposition of 
requests for the suspension of rate changes, and action on 


applications for relief from the Fourth Section (the long- 
and-short haul clause). 


Development of Railway Regulation in the United States. 
—There was practically no general regulation of railways by 
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the federal government prior to 1887, but considerable pro- 
gress had been made by some of the states. The earliest 
state regulation is found in the special charters granted to 
railway corporations, some of which limited earnings, pre- 
scribed maximum rates, and prohibited discriminations. The 
period of general state laws, however, dates from about 1850, 
and by 1870 most of the states had general laws. About this 
time, the establishment of state railway commissions became 
common, although a few had existed in the eastern part of 
the country at a considerably earlier date. 

Under the influence of the so-called Granger movement 
among the farmers of the Middle West, many of the laws of 
this period were quite drastic in their regulations, but at 
least two great results emerged from the experience of the 
seventies: (1) It was decided that the railways are more 
than private enterprises—that they are affected with a public 
interest (Munn v. Illinois); and (2) that private capital in’ 
railways has a right to a fair return and equal protection of 
the law (Smyth v. Ames). 


State Railway Commissions.—About 1908 there were 39 
state commissions, of which 35 had mandatory powers. At 
the present time, all the states but Delaware have some sort 
of commission empowered to regulate railways, wholly or 
in part. 

In a majority of states the commissions have power to 
hear and investigate complaints, try cases, require the pro- 
duction of books and papers, and publish findings, decisions, 
and recommendations. Frequently they are either directed 
or authorized to make schedules of reasonable rates. Generally 
they may require reports from the carriers. The tendency 
is general to give control over technical matters, such as in- 
terlocking devices and grade separation. The commissions 
of the various states are brought together through the National 
Association of Railway and Utilities Commissioners, which 
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for a number of years has exercised considerable influence. 
On the whole, this association has shown a tendency to co- 
operate with the Interstate Commerce Commission. 


Relation between State and Interstate Regulation.—It is 
generally recognized that much of the state regulation as 
exercised in the past has been a disadvantage. It has been 
practically impossible to secure uniformity, and the conflict 
among the states as well as with the federal government has 
been a serious drawback. This situation has been met in 
part by the Transportation Act of 1920 which gives the Inter- 
state Commerce Commission superior power over rates and 
consolidation. The Act provides that when the Interstate 
Commerce Commission finds that any state rate classification 
or practice causes any unreasonable advantage or pre judice as 
between persons or localities in intrastate commerce and those 
in interstate commerce, or any unreasonable discrimination 
against interstate commerce, the Interstate Commerce Com- 
mission shall prescribe the rate, classification or practice to be 
observed, and its prescription shall prevail. Moreover, con- 
solidations made in accordance with the Interstate Commerce 
Commission’s Act may be effected, notwithstanding contrary 
state laws or decisions. In practice, however, the Commission 
has found it expedient to cooperate with the state commissions, 
and division of authority in the matter of rates is by no means 
finally determined. 


The Interstate Commerce Act of 1887.—For practical pur- 
poses the history of railway regulation by the federal govern- 
ment begins with the Interstate Commerce Act of 1887, the 
primary purpose of which was to prohibit discriminatory 
and unreasonable freight rates. To this end, it enacted a 
“long-and-short haul clause” and forbade local discriminations 
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and pooling. The Interstate Commerce Commission was 
established with authority to investigate common carriers, and 
with the duty of keeping itself informed as to the management 
of their business. The Act of 1887 did not give the Com- 
mission rate-making power, a fact which was finally decided 
by the Supreme Court in 1896.4 

The next important piece of legislation regulating rail- 
ways was the Elkins Law of 1903, which provided penalties 
for rebating and in general developed the machinery for en- 
forcing the Interstate Commerce Law. In 1903 the Commis- 
sion reported that railway discriminations were’ rapidly 
disappearing, partly on account of the new law; but in 1905 
it was forced to state that new forms of discrimination for 
which the law was inadequate were being practiced. 


Hepburn Act Increasing the Commission’s Power.— 
Accordingly, in 1906, during the Roosevelt administration, 
came the so-called Hepburn Act, which increased the size 
and power of the Interstate Commerce Commission and im- 
posed the penalty of imprisonment as well as fines for failure 
to observe published tariffs.° The application of the Act was 
greatly extended by including pipe lines, express companies, 
and sleeping-car companies, under the term “common carrier” 
and by extending the meaning of “transportation” to cover 
all vehicles or instruments of shipment, irrespective of owner- 
ship, including all services in connection with the receipt, de- 
livery, elevation, ventilation, refrigeration, and storage of 
property transported. Most notable, however, were the pro- 
visions of the Act which empowered the Commission to fix 
maximum rates and to prescribe the form of railway account- 
ing. 

A “commodities clause,”’ which forbade carriers to trans- 


4162 U. S. 184. ; 
3 The penalty of imprisonment had been repealed by the Elkins Law. 
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port in interstate commerce any commodity except lumber 
in which they had an interest, direct or indirect, was also 
included in the Act. 

The Carmack amendment provided that initial carriers 
were to issue bills of lading and to be liable for damages 
occurring on connecting lines. 


Long-and-Short Haul Clause Strengthened in 1910.— 
In 1910 came the Mann-Elkins Act. This Act extended the 
Commission’s power to cover telephone, telegraph, and cable 
companies, and required that schedules of rates between points 
on any carrier’s line and points on all other lines should be 
printed, filed, and posted. The Commission’s power over 
rates was increased by authorizing it to suspend changes 
made by the carriers, pending investigation, and the burden 
of proof was put on the carriers to prove the justice of the 
proposed changes. 

The long-and-short haul clause, which had become almost 
ineffective through numerous exceptions, was strengthened by 
striking out the qualifying phrase “under substantially similar 
circumstances and conditions.” Prior to 1910 the inclusion 
of this phrase had made room for numerous exceptions to the 
clause, since some difference in conditions could generally be 
found under which to authorize a departure from the rule 
that no greater charge should be made for a short haul than 
for a longer one. 

There was little change in the Act to Regulate Commerce 
between 1910 and 1920.° The Panama Canal Act in 1912 
gave the Commission jurisdiction over the transportation of 


® From a traffic point of view the two “Cummins Acts” of ror 

importance. The first one made the carriers fully liable for ere Peprticn te rs 
shipments while in their possession in spite of any contract limiting their liabilit 
The later Act provided for limited liability in cases in which the Commission npecifically 
authorized rates dependent upon agreed valuations. In such cases, liability might be 
limited to the amount of an agreed or released value of shipments. In 1916, also 
the so-called Pomerene Bills of Lading Act was passed, which prescribed the form 
of contract between shipper and carrier, covering the transportation of goods. 
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property within the United States by rail and water, and the 
power to order railways’ to make physical connections with 
water carriers and to prescribe maximum joint rates over 
such rail-water lines. The Valuation Act of 1913 directed 
the Commission to ascertain and report on the values of 
carriers’ properties. Then came the Transportation Act of 
1920 which will be described in the following pages of the 
chapter. In most respects, this Act like those which preceded 
it, is essentially an amendment to the original Act to Regu- 
late Commerce which was passed in 1887. The law as it now 
stands, with the various amendments which have been made, 
is known as the Interstate Commerce Act. 


Transportation Act of 1920 a Constructive Piece of Legis- 
lation.—The so-called Transportation Act of 1920 funda- 
mentally amended our interstate commerce law and gave to 
the Interstate Commerce Commission unprecedented powers, 
not only over railway rates and operation but also over finance 
and construction. The outstanding fact about the Act is that 
it was fundamentally constructive. Most of the measures 
adopted for the regulation of railways in the United States, 
beginning with the Act to Regulate Commerce of 1887, have 
been at bottom negative; that is, they have consisted largely of 
regulatory prohibitions and penalties designed to eliminate 
unfair and discriminatory rates and practices. The Act of 
1920, however, while retaining most of the prohibitions of 
earlier legislation, contains many positive and constructive 
features. . 

Earlier regulation proved inadequate because it depended 
chiefly upon regulating results rather than causes. It attempted 
to keep the regulatory body too much aloof from the oper- 
ation of the railways. It said to the railways, “Raise your 
funds, build your roads and equipment, hire your labor, ar- 
range your operating and rate schedules, and then we will un- 
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dertake to regulate your rates.” The Act of 1920 gives the 
Commission more power to participate with the railways in 
‘establishing the conditions upon which rates and earnings 
depend. It is practically a recognition of the futility of at- 
tempting to deal with results without having adequate power 
over the conditions which cause results. 

The new law undertakes to set up standards which are 
to be not only a basis for restrictive regulation but also may 
operate to protect the carriers. For example, it is written that 
under honest, efficient, and economical operation, the carriers 
may earn a reasonable return upon their investments; and, 
again, that the carriers may cooperate or even consolidate 
when it is deemed to be in the interest of the public. 

It is the author’s judgment that the Transportation Act 
of 1920 is a wise and constructive attempt to deal with the 
railway problem by means of regulating privately owned and 
operated railways, and that it merits a careful trial of sufficient 
length to demonstrate conclusively whether or not such an 
attempt can succeed. It not, an unhappy marriage of politics 
and business is probable. 


Background for the Act.—The immediate background of 
the Act lay in the inadequate earnings of the railways under 
the existing rate structure and in the exigencies of war, which 
made many difficulties more acute, notably the labor problem. 
In the latter part of the nineteenth century, competition in 
rates and service was subject to too little regulation, and rates 
had fallen steadily to a very low level. This is shown by 
the large mileage which was in the hands of receivers, run- 
ning as high as 40,000 miles in some years. Clearly, there 
was too small a margin between expense and income. The 
discriminatory practices which abounded caused a veritable 
outburst of regulation, both federal and state, which served 


ry 
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to reduce the general level of rates and to harass railway 
- operation and finance by conflicting and ill-considered laws 
governing capitalization and rates. 

Then wages and material costs began to advance. Rail- 
way credit was impaired and it became so difficult to sell 
railway stock that the percentage of bonds and short-term 
notes increased until it reached dangerous proportions. Several 
years before 1910 the resort to short-term notes became very 
common, and as such notes may fall due in unprofitable periods 
a general and long-continued use of such financial expedients 
is dangerous. 


Rate Advances Demanded by Railways—War Measures. 
—About 1910 the railways began to demand increases in rates, 
and it is now apparent that in the case of the Eastern roads 
at least, these demands were justified. At first, however, 
such demands were refused and only in 1914 was a small 
advance of 5% authorized. By 1916 it had become apparent 
that something had to be done, and during the year 1g17 
advances of 15% were authorized. 

About the same time the war problems connected with 
transportation arose. In August, 1916, Congress passed an 
act giving the President power to take possession of our 
railways, and in the following year the President created a 
federal Director-General. The railways were taken over by 
the government under separate contracts made with each one, 
the terms being based on their several earnings during the 
three-year period, 1914-1917. A new organization was set 
up iti which competition was practically eliminated. Embar- 
goes on non-essential traffic, control over routing, and pooling 
of terminals and rolling stock, were put into effect. Wages 
were increased and rates were advanced materially—25% for 
freight and 50% for passengers. 
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It is now pretty generally admitted, however, that it was 
too late to make hasty repairs of the overstrained transporta- 
tion machinery. The labor force was seriously impaired, and 
materials and factories were required for the production of 
munitions of war. 


Conditions at the End of the War.—At the end of the war 
two great problems naturally confronted the nation with re- 
spect to its rail transportation system: (1) the problem of 
restoring railway credit, and providing the basis of efficient 
operation and expansion, which had been impaired during the 
long period of neglect prior to the war; (2) the problem of 
dealing with the demands of organized labor which had been 
made more acute than ever by the period of government oper- 
ation and the hasty and ill-considered concessions made during 
that period. The problem of an orderly transition to private 
ownership might be classed as a third and distinct one. 

The means adopted in meeting these problems are found 
in the terms of the Transportation Act of 1920, which are 
briefly outlined in the following paragraphs. 


Chief Provisions of the Transportation Act of 1920.— 
In the first place, the Act provides for a return of the rail- 
ways to private operation.’ The terms of this provision are 
now history and we need not go into detail here. They were 
chiefly designed to prevent panic, and to that end they con- 
tinued the financial support of the government for a reasonable 
period of time. The machinery for settling disputes was 
established, and it was recognized that the government was 
bound to return the roads in as good a condition as when 
taken over, while the roads were obligated to repay expendi- 
tures incurred by the government for capital account. 


bss Government control of waterways was retained and centered in the Secretary of 
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The Labor Problem.—To meet the labor problem it pro- 
vides that boards of labor adjustment may be established by 
agreement between the railway companies and their employees, 
such boards to act as conciliatory bodies with reference to 
working conditions but not wages. The most important 
measure in its results is the establishment of the Railroad 
Labor Board, consisting of nine men—three each from the 
ranks of labor, management, and the public—with power to 
pass on all wage disputes and upon appeals from the adjust- 
ment boards.® 

The following paragraph from the Act will be of interest 
as showing the only standards which are laid down to govern 
the functioning of the Board: 

On the decision of the Labor Board in respect to wages 

or salaries and of the Labor Board or an Adjustment Board 

in respect to working conditions of employees or subordinate 

officials, carriers shall establish rates of wages and salaries 

and standards of working conditions which in the opinion 

of the board are just and reasonable. In determining the 

justness and reasonableness of such wages and salaries or 

working conditions the board shall, so far as applicable, 
take into consideration among other relevant circumstances: 
(1) The scale of wages paid for similar kinds of work 
in other industries; 
(2) The relation between wages and the cost of living ; 
(3) The hazards of the employment; 
(4) The training and skill required; 
(5) The degree of responsibility ; 
(6) The character and regularity of the employment ; 
and 
(7) Inequalities of increases in wages or of treatment, 
the result of previous wage orders or adjustments. 

The decisions of the Labor Board require the concurrence 
of at least five of the nine members, and in cases affecting 
wages at least one representative of the public must concur. 


3 The Labor Board may upon its own motion hear disputes concerning working con- 
ditions if it is of the opinion that they are likely to interrupt commerce substantially. 


540 GOVERNMENT REGULATION IN U. S. [Pt. V1 


Full provision is made in the Act for publicity of the 
Labor Board’s ruling, but there its power ceases. The Board 
can upon its own motion hold hearings for the purpose of 
determining whether its rulings have been violated and publish 
its findings in any manner in which it desires, but it cannot 
enforce its rulings by legal action. 


Railway Credit—In order to repair railway credit, the 
Act provides that the Commission shall fix rates which in the 
aggregate will yield a fair return upon the total value of the 
railway’s property used in transportation. Since this part of 
the Act has been subject to much criticism and is likely to be 
the object of attack, it will be well to consider it a little fur- 
ther. 

It will be observed that the Act does not require that 
each individual railway shall have its rates adjusted so as to 
yield a fair return on its investment, but only that the carriers 
as a whole or such rate groups as the Commission may desig- 
nate will earn a fair aggregate annual net return. Further- 
more, it is provided that in determining what constitutes a 
fair return, “honest, efficient, and economical management and 
reasonable expenditures for maintenance” are to be taken as 
a: basis. Evidence of a broad, constructive point of view is 
found in the further provision that due consideration must 
be given to the transportation needs of the country and the 
necessity of enlarging railway facilities. 

In order to establish an immediate basis the Act provided 
that during the two years beginning March 1, 1920, the Com- 
mission should take 544% of the aggregate value of railway 
property used in transportation as a fair return, but it might 
add a sum not exceeding 44 of 1% to make provision for 
improvements or equipment chargeable to capital account. 
This amounts to a recognition of 6% on property value as 
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a reasonable return. At the expiration of the two years (in 
1922) the Commission adopted a figure of 534%. 

It has been frequently argued that the foregoing provision 
constitutes a guaranteed return on investment, and there has 
been considerable agitation in favor of repealing it. The 
measure, however, can hardly be called a guarantee since it 
merely requires the Commission to establish rates, which as 
a whole, “as nearly as may be,” will produce a fair return. 
Clearly, if the rates made by the Commission fail to produce 
such a return the railways have no recourse. Moreover, it is 
apparent that many individual roads would in any case fail to 
earn 534% on their investments under uniform rates designed 
to insure that rate of return for the carriers as a whole. 


Disposition of Excess Earnings; “Recapture Clause.”— 
Of course, the result of a uniform application of such a pro- 
vision is obvious. Rates that will yield 514% to one railway 
might mean 10% to another and a loss toa third. Accordingly, 
it is provided that if any carrier earns over 6% on the value 
of the railway property used in transportation, one-half of 
such excess shall be placed in a reserve fund to be maintained 
by the carrier involved and the other half of the excess in a 
general railroad contingent fund. The railway may draw upon 
its reserve fund for the purpose of paying dividends, interest on 
bonds or rent for leased roads. The “General Railroad Con- 
tingent Fund” is to be administered by the Commission in 
the furtherance of the public interest in railway transportation, 
either by making loans or refunding maturing securities or 
purchasing equipment for the benefit of carriers whose needs 
are approved by the Commission after hearing. 

Early in 1924, this provision—known as the “recapture 
clause’—was upheld by the Supreme Court of the United 
States in a case brought by the Dayton-Goose Creek railway. - 
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The carrier argued that the clause is unconstitutional (taking 
its property without due process of law). The court replied 
that it had invested in a business dedicated to the public ser- 
vice; that it was not entitled to more than a fair net operating 
income on its property devoted to transportation; and that 
Congress could make such a limitation as the Act contains. 
This clause may become very important. It cuts both ways: 
if a railway is never to earn more than a certain maximum per- 
centage it must be given the assurance that it will earn at least 
a fair minimum return. 


Pooling and Consolidation—wWith a further object of 
strengthening the railways and insuring that they may be 
able to earn similar rates of return upon their properties under 
a system of uniform rates, important changes were introduced 
with reference to competition. Especially noteworthy is the 
provision for the consolidation of railways into a limited 
number of systems. It is provided that pooling (‘‘division 
of traffic or earnings”) may be practiced with the consent of 
the Commission whenever it is in the interest of economy or 
better service, and does not restrain competition unduly. This 
is a belated recognition of the folly of applying the anti-trust 
law to the railway business. It will probably not have much 
effect, as the strong regulation of rates now provided for and 
the authorization of consolidation have removed much of the 
need for pooling. 

Railways are authorized to acquire control of other roads 
by lease, stock ownership, or other devices if authorized to 
do so by the Interstate Commerce Commission, whenever 
such control is in the public interest. 


Plan for General Consolidation into Systems.—The most 
discussed phase of this general move to recognize that railway 
competition is different from that which may exist among 
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ordinary industries and trades, is found in the provision that 
the Commission shall prepare “a plan for the consolidation 
of the railway properties of the continental United States into 
a limited number of systems.’’ Congress says that competi- 
tion shall be preserved as fully as possible, but nevertheless 
it is recognized that the scheme may profoundly modify com- 
petition and reduce it in some cases. In keeping with this 
provision, the Commission has already suggested a tentative 
scheme for grouping the railways of the country and has held 
numerous hearings, looking toward the adoption of its scheme. 
No power of compulsion, however, is given, and it will pro- 
bably be years before any very comprehensive results are 
secured. 


Commission Empowered to Name Definite Rates.— 
The power of the Commission over rates is clearly increased 
by the Transportation Act of 1920. The Commission is, for 
the first time, given power to fix minimum as well as maxi- 
mum rates, or to name a precise rate. It may also determine 
the apportionment of joint through rates among the partici- 
pating carriers. Long experience had shown that the power 
to name maximum rates was not sufficient, as discriminatory 
or otherwise disturbing rates may come in the shape of un- 
desirable reductions. Rates may be too low as well as too 
high. 


Control over Finance and Construction.—Not the least 
important of the provisions of the Act are those giving the 
Commission control over finance and construction. Indeed, 
the power given to the Commission to control new construction 
has rather close relation to the matter of consolidation. For 
clearly, new construction and extensions will not be readily 
authorized unless they conform to the groupings which the 
Commission determines upon as being in the public in- 
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terest. Both the consolidation of existing railways and the — 
construction of new ones have a bearing upon the competitive 
situation. The Act provides that no railway subject to its 
provisions shall extend its line or construct a new line or 
acquire or operate any line until it has obtained from the 
Commission a certificate that the present or future convenience 
and necessity of the public require such construction or opera- 
tion. At the same time, railways are prohibited from aban- 
doning any line until permission has been secured for such 
action, These words may have considerable significance: 
the Commission “may attach to the issuance of the certificate 
such terms and conditions as in its judgment the public con-— 
venience and necessity may require.” Thus the Commission 
may be able to bring some pressure to bear upon a railway 
which refuses to act according to the plan of consolidation 
which it may finally adopt. 

The provisions of the Act concerning capitalization may 
have a similar significance. No railway can now issue stocks 
or bonds unless such issues are first approved by the Inter- 
state Commerce Commission. The Act provides that it shall 
be unlawful for any carrier subject to its terms to issue any 
stocks, bonds, or other evidence of indebtedness or interest in 
the carrier unless, after investigation, the Commission shall 
approve and authorize the issue.® The Commission on its 
part must find that the issue is for some lawful object com- 
patible with the public interest and that it is reasonably neces- 
sary and appropriate for that object. 


States’ Rights Considered.—In order to protect the interest 
of the states in the capitalization of railways, the law prescribes 
that the Commission shall give notice of applications for the 
issuance of securities and file a copy with the governor of 

® A limited amount of short-term notes, having a maturity of not over two years 


and not in excess of 5% of, the total outstanding amount of securities, is excepted. 
The Commission must be notified even in this case. 
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each state in which the carrier operates. It is to be hoped that 
this legislation will lead to greater centralization and uniform- 
ity in the control of railway capitalization. In the past, several 
states have sought to regulate capitalization in a’ shortsighted 
way, fixing unattractive terms and requiring that a certain 
proportion of the funds raised be expended within their 
boundaries. 


Officers and Directors.—‘Interlocking directorates” are 
prohibited except as authorized by the Commission. That is, 
it is made unlawful for any person to hold the position of 
officer or director in more than one carrier unless authorized 
to do so on due showing that such holding will not injure any 
public or private interest. It has been conceded by the carriers 
that no persons should be authorized to serve as officers or 
directors for two roads which have conflicting interests. 

Officers and directors are prohibited from certain kinds of 
manipulation. Thus, it is unlawful for any officer or director 
to receive any valuable thing in connection with the negotiation 
or sale of securities by his company or to participate in making 
or paying any dividend out of capital. It is an elementary 
principle of sound finance that dividends are only payable out 
of earnings, and the provision giving the Commission power 
to enforce this principle is a desirable step in the direction of 
purifying railway finance. 


Control over Car Service Extended.—Many other pro- 
visions of the Act might be touched upon, but this brief sketch 
of its contents will be closed with a reference to its car service 
provisions. The term “car service’ is expanded to include 
practically all forms of equipment, including private cars, tank 
cars, and refrigerator cars. The term includes the use, control, 
distribution, and exchange of locomotives, cars, and other 
vehicles: used in transportation “including special types of 
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equipment.” It is made the duty of every carrier to furnish 
safe and adequate “car service,” and to maintain reasonable 
rules and practices. The Commission is authorized to require 
carriers to file their rules and regulations with respect to car 
service, and it may direct the inclusion of such rules with rate 
schedules. More than this, the Commission may on complaint 
or on its own initiative establish regulations and practices with 
respect to car service, including compensation for locomotives 
and cars not owned by the carriers, i.e., private equipment. 
When the Commission is of the opinion that an emergency 
exists, such as car shortage or congestion, it may suspend exist- 
ing rules, make directions regarding car service without regard 
to ownership, including the determination of compensation, 
and establish priorities and embargoes. It is also specifically 
provided that it may require joint use of terminals in case of 
emergency. 

These measures give extraordinary power to an administra- 
tive body, and such grants have been criticized as dangerous. 
While it is conceivable that the power might be abused, it is 
believed that this is improbable.and that the measures referred 
to may have a salutary effect. Recurring periods of car short- 
age and congestion at terminals are two of the great problems 
of present-day railway operation. 


CHAPTER XXXII 


CURRENT PROBLEMS IN GOVERNMENT CON- 
TROL: CONSOLIDATION, LABOR BOARD, GOVERN- 
MENT OWNERSHIP 


Probably the two most important problems which exist at 
the present time are the proposed consolidation of the carriers 
_ into groups and the labor problem. The latter concerns the 
function and powers of the Railroad Labor Board. Accord- 
ingly, we shall give special attention to these two subjects. 


CONSOLIDATION 


' The Purposes.—The ultimate purposes of the proposal to 
consolidate the railways into a number of groups are very 
broad. In the first place, it is sought by consolidation to make 
the system of government regulation of privately owned and 
operated railways more effective. Congress apparently has 
recognized that the great diversity among railway lines makes 
satisfactory regulation difficult and seeks to equalize our rail- 
ways by consolidation. When the roads differ widely in 
strength, efficiency, and traffic interests, no reasonably uniform 
treatment can be applied effectively. It is hoped, therefore, 
that by reducing the number of railway interests and making 
them more nearly equal, the problem of regulation will be 
simplified. 

In the second place, the purpose is to promote a more evenly 
balanced competition among the carriers—indeed, to create 
conditions which will allow competition to persist. It is recog- 
nized that the greater the extent to which the force of competi- 
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tion can be counted upon to regulate the railway business, the 
easier it will be to maintain the advantages of private operation. 

The immediate purpose of consolidation is connected with 
both of the fundamental purposes. On the one hand, by the 
elimination of “weak roads” it is hoped to make it easier to 
make uniform rates. On the other hand, it is sought so to 
equalize the opportunities of the various railway systems in 
securing traffic that they can compete with one another on more 
equal terms. 


The Causes of “Weak Lines.”As things are at present, 
some railways do not have access to important points where 
traffic originates or is interchanged. Others have such round- 
about routes that they are continually at a disadvantage in 
securing traffic. Still others lie in territories where at present — 
there is not sufficient density of traffic to enable profitable opera- 
tion at rates such as those which prevail in other sections. 
Again, the financial structures of different carriers are very 
unequal, with the result that some have much higher fixed 
charges than others. Some have an unduly large proportion 
of bonds and notes outstanding; others have too heavy a 
capitalization; whatever the cause, it is a fact that not a few 
large and important railway systems are at present fatally 
handicapped in competition by the financial burden with which 
they are loaded. 

The so-called “weak” lines are those which labor under 
one or more of the foregoing difficulties. It is a purpose of 
consolidation to meet the problem of the weak lines by com- 
bining them with strong ones, or by putting two weak lines 
‘together in such a way as to increase their strength. It is 
thought that in this way greater uniformity may be secured — 
in the rate structure and that the proportion of our railway net 
which is in the hands of the receivers may be reduced. In 


some years, over 40,000 miles of railway are operated by re- 
ceivers. 
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Finally, a third purpose which was undoubtedly in the 
minds of those who passed the consolidation measure was that 
it would enable greater efficiency in operation, which in turn 
might lead to a lower general level of rates. 

We thus see that the purposes of consolidation are funda- 
mental and far-reaching. If they could be even partially at- 
tained, a long step would be taken towards a solution of the 
railway problem. But, as we shall see, consolidation is no cure- 
all. 


The General Plan of Consolidation.— Very briefly stated, 
the plan, as at present formulated, provides for consolidating 
the railways of the country into nineteen great systems.? 

The general plan is to set up a minimum number of strong, 


1The 19 systems proposed by the Commission are as follows. These systems follo 
tather closely the 21 groups suggested by Professor W. Z. Ripley. Z + 
1. Pennsylvania. 
2. New York Central (to include Western Maryland). 
(Alternative: to include Boston & Maine, Maine Central, and Bangor & Aroostook.) 
3. Baltimore & Ohio—Reading (to include Monon and Cincinnati, Indianapolis & 
Western). 
(Alternative: to include New Haven.) 
4. Erie-Lackawanna—Wabash. 
5. New York, Chicago & St. Louis (Nickel Plate)—Lehigh Valley (to include Toledo, 
St. Louis & Western, Lake Erie & Western, Wheeling & Lake Erie, Pittsbugh 
& West Virginia). ; 
6. Pere Marquette-Ann Arbor (to inciude Detroit, Toledo & Ironton, and Detroit 
& Mackinac). 
7. New England System: New Haven—Boston  & Maine—-Maine Central. 
(Alternative: New England—Great Lakes System, to include Lackawanna, Buffalo, 
Rochester & Pittsburgh, and Delaware & Hudson). 
8. Chesapeake & Ohio—Virginian. ' 
9. Norfolk & Western—Toledo & Ohio Central. 


10. Southern. aes ; 
. Atlantic Coast Line-Louisville & Nashville (to include Richmond, Fredericksburg 


é Fotemac Norfolk Southern, Atlanta, Birmingham & Atlantic, and Florida 
ast Coast). 
Illinois Central-Seaboard Air Line (to include Gulf & Ship Island, Tennessee 
Central, Carolina, Clinchfield & Ohio). 
13. Union Pacific-Chicago & North Western—Wabash,. 
. Chicago, Burlington & Quincy—Northern Pacific (to include Chicago Great Western, 
Minneapolis & St. Louis, and Spokane, Portland & Seattle). 


15. Chicago, Milwaukee & St. Paul—Great Northern (to include Duluth & Iron_Range; 
PALO ire & Northern; Butte, Anaconda & Pacific, Spokane, Portland 
eattle). 


16. Santa Fe—-Colorado & Southern—Rio Grande—Western Pacific. 

17. Southern Pacific-Rock Island (to include El Paso & Southwestern, Trinity & 
Brazos Valley, Midland Valley, Vicksburg, Shreveport, & Pacific, Chicago, 
Peoria & St. Louis). 

18. Frisco-—Katy—Cotton Belt (to include in addition to St. Louis-San Francisco, 
Missouri, Kansas & Texas and St. Louis Southwestern, the Alton, and 
Louisiana Ry. & Nav. Co). ; ; 

19. Chicago & Eastern Illinois-Missouri_ Pacific (to include Kansas City Southern, 
ae City, Mexico & Orient, Texas & Pacific, International Great Northern 


and Gulf Coast Lines). 
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independent systems which will follow as nearly as possible the 
present trend of traffic. In the northeastern part of the coun- 
try five Trunk Line systems are proposed, all of which touch 
New York City on the east and Chicago and St. Louis on the 
west. All the New England railways are tentatively put into 
one consolidation, but the alternative of linking the Boston 
and Maine and the New Haven with different Trunk Lines is 
considered. 

In the South, three great U-shaped systems are provided, 
the chief change being the linking of the Illinois Central with 
the Seaboard Air Line to make the western arm of the third 
great U—the others being formed by the Southern and the 
Atlantic Coast Line—Louisville and Nashville systems. 

In the West, the chief feature is the establishment of five 
pairs of competitive Transcontinental lines, all of which touch 
Chicago (and all but one, St. Louis), and Kansas City. Los 
Angeles and Seattle would be reached by three of the groups 
and San Francisco by two. The most notable change is prob- 
ably the proposed breaking up of the “Hill group” and com- 
bining the Great Northern with the Chicago, Milwaukee, and 
St. Paul. 

Two Southwestern groups are proposed, extending from 
Chicago through St. Louis to Dallas, Houston, Galveston, and 
New Orleans. These roads would also be in competition with 
two of the Transcontinental groups—the Santa Fe and the 
Southern Pacific—-Rock Island. 

The Pocahontas roads? are left much as at present except 
that the Virginian Railway is combined with the Chesapeake 
and Ohio. 


Bases for the Consolidation Plan—The bases for this 
plan are partly covered in the Transportation Act and have - 
partly been worked out by Professor W. Z. Ripley, who was 


2See page 127f. 


f 
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employed by the Commission to study the matter. In the first 
place, it is agreed that no one of the consolidated systems 
should be too large. Each system should be kept within the 
bounds of efficient administration. None of the proposed sys- 


_ tems is larger than the old Pennsylvania or New York Central 


systems. Among the largest would be the Baltimore and Ohio-— 
Reading, the Erie-Lehigh Valley-Wabash, the Burlington— 
Northern Pacific, and the Union Pacific-Northwestern groups. 
As one test of size, an effort has been made to secure some 
similarity in the number of ton-miles of freight handled by 
each. 

In the second place, it is recognized that long-established 
rate-making territories exist. Accordingly, of the several sys- 
tems, each lies within a single classification territory; but there 
is no close conformity to smaller rate territories. The Trans- 
portation Act reads: “Wherever practicable, the existing routes 
of commerce and trade shall be maintained.” 

Some effort, too, has been made to make the proposed con- 
solidations with the least possible dislocation of corporate or- 
ganization, the idea being to disturb business as little as pos- 
sible. 

The law provides that competition shall be preserved as 
fully as possible, and accordingly the proposed scheme en- 
deavors to maintain trunk line competition at secondary 
traffic centers to the greatest possible extent. 

Finally, there is the important point that the several con- 
solidated systems should be reasonably equal in earning capac- 


ity, as determined by the percentage of earnings on property 


valuation. This is oné of the most important bases for the 
successful prosecution of a consolidation plan. 


Arguments for Consolidation—The arguments for con- 
solidation have, in part, been implied in the foregoing discus- 
sion. They may be briefly stated as follows: 
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1. Consolidation would simplify government regulation. 
In making fates, one great difficulty lies in the fact that roads 
of unequal strength cannot operate successfully under uniform 
rates. A road with heavy fixed charges and high operating 
expenses would lose money under a rate structure which would 
bring large profits to a road which has lower expenses and 
fixed charges. Also in service matters, such as car supply and 
terminal facilities, it may be easier to get good results when 
the inadequately equipped roads are connected up with others 
which can supply their deficiencies. 

It has been argued that consolidation would strengthen reg- 
ulation by aiding both uniformity and differentiation. At 
present, there are eighty or ninety separate controlling rail- 
way systems, which makes it difficult to adopt uniform policies 
for the whole country. Reasonably uniform standards are 
desirable and make effective regulation much easier. It is 
reasonable to suppose that with only nineteen great systems to 
deal with, such standards could be more easily attained. On 
the other hand, it is argued that the establishment of a small 
number of consolidated systems would enable the Interstate 
Commerce Commission to establish regional branch offices 
through which it could deal promptly with local matters, many 
of which now have to be handled at Washington. 

2. The second chief line of argument in favor of consolida- 
tion is that it would promote economy in service. It may 
reasonably be anticipated that with consolidation there would 
be somewhat less duplication of effort and organization. There 
could in some cases be more direct routing of freight with less 
roundabout hauls. The movement of freight in solid through 
trains might be encouraged and some switching would be elim- 
inated. Of course, there would be less interline accounting. 

One of the most important gains, it is urged, would come 
in the matter of car supply. A larger percentage of the freight 
cars of the country would be on their “home” lines which 
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would result in much less delay on side tracks and hauling of 
empty cars, which are inevitable when a large part of the cars 
in use on any given road belong to other carriers. 

All these are important advantages, and, to the extent that 
consolidation would bring them about, it would tend to reduce 
railway operating expenses. (It might, however, cause in- 
creases in other ways.) 

3. One of the purposes of the scheme is to preserve compe- 
tition by strengthening weak roads and that this desirable result 
could be secured by consolidation is one of the arguments in 
its favor. When roads are weak because they do not have 
access to cheap supplies of fuel, by combining them with roads 
that have such access they could be strengthened. When roads 
occupy circuitous routes between the main traffic centers, con- 
necting them with more advantageously located lines would 
enable them to secure a share of through business on equal 
terms. By combining overcapitalized roads with those which 
are conservatively capitalized—if that is possible—a reason- 
able average burden of capitalization may sometimes, at least, 
be secured, and the stronger credit of the consolidated group 
would enable the weaker roads to secure more reasonable fixed 
charges by refunding operations and substituting stocks for 
bonds. The elimination of independent weak roads would 
tend to do away with destructive competition and reduce the 
mileage of railways in the hands of receivers. 

4. It is hoped that a general strengthening of railway 
credit would result which would enable the carriers to secure 
the capital required to provide the track, terminal, and equip- 
ment facilities needed to handle the expanding business of the 


nation. 


Argument Against the Consolidation Plan—the More 
Fundamental Objections.—Some of the objections to the con- 
solidation plan are of great weight and all should be carefully 
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considered. There are three kinds of objections or criticisms : 
some concern the fundamental difficulties of any general plan 
of consolidation; others point out the shortcomings or limi- 
tations of the scheme as a complete remedy; still others merely 
deal with particular defects in the details of the scheme as out- 
lined by the Commission. 

Among the more fundamental objections to consolidation 
in general are the following: 


1. Mere consolidation will not remove the source of the 
weakness of many “weak” roads. It would be merely gloss- 
ing over a bad situation to combine them with strong roads 
and might be unfair to the latter. There are many causes 
of weakness, including general overbuilding (as in the 
Northwest and Southwest), unwise rate reductions or ad- 
justments, inefficient management, lack of access to originat- 
ing or interchange traffic centers, and overcapitalization. 
It may even be found that the best way to strengthen some 
of our weak lines would be to break them up into smaller 
parts which would be more efficiently adapted to local 
conditions. What is needed is a careful study of the cause 
of weakness in each case and the application of a remedy 
based on that cause. 

2. The plan of forming a small number of equal consoli- 
dated groups is too drastic and rigid. 

(a) It would not allow for desirable independence of 
certain “bridge” lines which have as their chief function the 
connection between the great systems of through transporta- 
tion. 

(b) It would affect adversely some communities. 

(c) It would not be wise to apply it uniformly both to 
old, well-established territories in which the railway net is 
complete and to newer territories in which trade channels 
are not thoroughly established. 

3. It would create new problems of management which 
would be as numerous as those which it might solve. It would 


f 
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be a disruption of the present efficient supervisory groups 
and of loyalty in the ranks. It would be difficult to get 
enough men sufficiently endowed with the qualities of leader- 
ship and vision required to direct the proposed great systems. 

4. It is pracitically impossible to combine the two ideals of 
equal competitive strength and equal financial strength. If 
the systems are to be made primarily on the basis of main- 
taining equal competition it will hardly be possible at the 
same time to make them equally strong financially. 


Other Objections—Other objections are less fundamental 
and more negative. They point out that consolidation, after 
all, is no panacea. Above all, it will not solve the terminal 
question. To develop a system of complete coordination of 
terminals at our great traffic centers, requires cooperation 
among all railways touching at those centers, and also coopera- 
tion among the federal, state, and local governments. This 
last requirement is notably true at New York. To secure such 
cooperation, a system of consolidation into a few groups would 
not suffice. Obviously, too, consolidation does not touch 
directly'the labor problem nor the problem of maladjustment 
of rates. 


Criticism of Particular Groupings——Numerous objections 
have been raised to the details of the particular plan of con- 
solidation proposed by the Commission, of which only a few 
of the more important need be mentioned here. 

One type of objection is illustrated by those who oppose 
the breaking up of the group now composed of the Northern 
Pacific, the Great Northern, and the Chicago, Burlington 
and Quincy. This is a long-standing, successful grouping 
and one which probably allows sufficient competition. The 
proposed New England group calls forth other objections, such 
as that it does not provide sufficient competition within New 
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England and that the operating expenses of all New England © 
roads are so high that if placed in a separate group they would 
still have to charge higher rates than obtain elsewhere. The 
Illinois Central objects to being grouped with the Seaboard 
Air Line, on the ground that the two are competitors and that 
they do not exchange traffic. A 

This latter grotiping also seems objectionable from the 
public stand-point. Middlewestern points and northeastern 
points are in competition for the markets of the Southeast, and 
market competition is the most important kind of railway com- 
petition. It would seem wiser to break up the control of the 
Louisville and Nashville by the Atlantic Coast Line than to 
weaken market competition further by consolidating the re- 
maining roads which serve the competing sections independ- 
ently. 

Another type of objection concerns the transcontinental 
situation. No arrangement is made for a coast-to-coast all- 
rail system, yet the Southern Pacific is apparently to maintain 
its water lines from Galveston and New Orleans to New York. 

Finally, the author would suggest that it would be logical 
to provide a north and south system for the Great Plains area 
which would be comparable with the Illinois Central system 
in the Mississippi Valley. As the western territory develops 
it will probably become increasingly important that the terri- 
tory north and west of Kansas City should have an independ- 
ent north and south line to connect with the Gulf at Galveston. 
Market competition requires that St. Louis and Kansas City 
should have separate carriers to the Gulf. 


The New England Grouping.—With further reference to 
New England, it is the author’s opinion that the apparent drift 
toward consolidating the New England lines without making 
any of them a part of the Trunk Line groups, is a mistake. 
The great traffic center of New England is Boston and that 
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city is in competition with New York, Philadelphia, Baltimore, 
and Norfolk. If New England is to hold her own in com- 
merce and manufactures, it would seem wise to adopt some 
scheme whereby at least one road which serves Boston would 
be a part of a strong Trunk Line. This function the Boston 
and Albany, under the control of the New York Central, does 
not fill satisfactorily. Perhdps no completely satisfactory 
solution is possible, since the available Trunk Lines all appear 
to have as their natural terminals some one of Boston’s com- 
petitors. It seems unfortunate, however, that the New Eng- 
land ports should be dependent on Canadian carriers for 
effective competition. Some such scheme as the Commission’s 
“New England-Great Lakes” system, with the Delaware and 
Hudson as the connecting link between New England and a 
Trunk Line connection, seems to be the best that has been yet 
proposed. 


Arguments Against Consolidation the Stronger.—On the 
whole, the arguments against any general scheme of consoli- 
dation to be enforced at the present time, appear to be the 
stronger. It seems highly probable that, while in some cases a 
weak road might actually be strengthened by consolidation, 
there are too many cases in which weakness is due to causes 
that consolidation would not remove. It is to be hoped that as 
the Commission studies further it will modify its scheme in the 
direction of greater elasticity and that less attention will be 
given to the ideal of a symmetrical series of groups of equal 
size. After all, these things are not essential and equal com- 
petitive strength does not depend upon them. The objection 
on the score of management is problematical. When one 
remembers what was done by Harriman in the course of a 
few years and considers the efficient organization of the vast 
and complex Pennsylvania system, one may feel that the 
difficulties are not insuperable. But there are few Harrimans, 
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and it is likely that a system which is so large that the general 
officers cannot be in close touch with all parts will suffer in 
efficiency of management, especially when it operates in differ- 
ent rate territories. Furthermore, there are few such rich 
territories as that covered by the Pennsylvania lines. 


Need of Caution.—As a resitlt of the foregoing analysis of 
the purposes and plan of the railway consolidation measure 
and of the conflicting arguments for and against it, a number 
of conclusions seem to stand out as fairly certain. 

The plan is not a cure-all. | 

The particular plan put forth by the Interstate Commerce 
Commission is not completely satisfactory and is to be regarded 
as highly tentative. It is to be hoped that much further study 
will be given before it is adopted. Judging by its reception 
thus far, compulsion would be necessary to secure the adoption 
of this or any general plan. In view of the complexity and 
magnitude of the matter, great care is needed and it is the part 
of wisdom to go slow, remembering that terrible confusion 
would result from a mistake and that it would be very difficult 
to unscramble an undesirable group. 

It is the part of wisdom to give up the idea of symmetry 
and uniformity in size for a more practical and elastic system. 
The immediate confusion and disruption of credit which would 
result from violent disturbance of present arrangement in 
some cases, would not be sufficiently compensated by the advan- 
tages in sight. In other cases, it is desirable to allow the 
separate existence of relatively small independent carriers 
which perform a service equally for other systems, as is the 
case with such lines as the Chicago and Eastern Illinois, and 
the Richmond, Fredericksburg and Potomac. 

In order to sum up the foregoing thoughts, we may form- 
ulate some general principles which should govern in the 
consolidation of the railways in this country. First, a few 
negative points: 
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1. The size of a system is of no importance. In creating 
a limited number of systems some may have 20,000 miles 
of line and others, 1,000, or less. Symmetry is not a source 
of strength. 

2. Weakness among railways is due to a variety of causes, 
many of which have no connection with consolidation and 
would not be removed thereby. 

3. Rates do not have to be made uniform for large terri- 
tories. Simplicity in rate regulation is best secured not by 
making large systems which cover territories with diverse 
traffic problems but by making smaller groups within which 
conditions would be more uniform. 

4. It should be clearly recognized that there are inconsis- 
tent elements in the bases proposed by Congress for con- 
solidation and there should be a logical and courageous facing 
of the problem. The Commission is directed to preserve ex- 
isting channels of commerce as far as possible, but we know 
that it is just those existing channels which may be the 
source of weakness or absence of competition in certain 
cases. The same may be said of the injunction not to dis- 
turb corporate organization. 


On the positive side, there are the following conclusions : 


1. A wise consolidation policy must recognize the different 
stages in the development of our railway net and traffic in 
different parts of the country. A large part of the country 
is not ready for a consolidation program. The most that 
should be done is to make an intensive study of the trend of 
traffic, just as one would do in city planning, to determine the 
tendencies and the apparently advantageous developments 
and then guide voluntary consolidation. 

2. The bases for sound consolidation lie in the fundamen- 
tal factors which make for profitable railway operation, 
namely, efficient management, advantageous routes, and ac- 
cess to adequate sources of originating and interchange 
traffic. These three things should be considered with refer- 
ence to each consolidation proposed and unless these essen- 
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tials can better be provided by consolidation the roads should 
be left alone. 

3. Open bridge and terminal lines are often desirable and 
consolidation should recognize this by leaving such lines, no 
matter how short, in an independent position. 

4. To facilitate rate regulation a plan for consolidation 
must carefully consider the different rate structures existing 
in various rate adjustment territories. By maintaining 
smaller rate territories it is possible to provide for lines 
which are and will long be fundamentally weak by local rate 
adjustments. 

5. To preserve competition, consolidation must pay chief 
attention to commercial or market rivalries among cities and 
producing areas, and to this end important centers should be 
served by some carriers which are independent of those 
serving competing centers. 


We must not forget that the United States is a very dif- 
ferent country from England, not only in the fact that it is 
much larger and divided into sections with diverse interests, 
but also that its transportation system is not so near to com- 
pletion and final development. England can well compel a 
consolidation of her railways into groups within a period of 
three years. It would be better for the United States to move 
more cautiously. Let the Interstate Commerce Commission 
develop the best possible scheme in the light of present con- 
ditions and deal with future new constructions, extensions, 
and consolidations in such a way as to tend toward conformity 
with that scheme, but do not force all the carriers of the 
country to any rigid grouping of consolidation. 


THe Rartway LABOR PROBLEM 


The Problem.—The railways are public utilities having 
special obligations to society. The laborers who man the rail- 
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ways, however, retain their private organization and the right 
to strike, much as do laborers in other kinds of industry. It 
is in this anomalous situation that a large part of the railway 
problem lies. In other words, the problem is to secure some 
means of adjusting wages and working conditions in the rail- 
way business which will recognize the paramount interest of 
society in the economic and continuous functioning of trans- 
portation. 

By the Transportation Act of 1920, the Railway Labor 
Board was established and authorized to investigate and make 
findings concerning wages and working conditions. The 
Labor Board, however, has no power to enforce its findings 
other than that of publicity. The purpose in establishing the 
Board was to settle railway labor disputes by arbitration and 
publicity. The great failure of the Board which was recorded 
in the shopmen’s strike of 1922, has led to two questions con- 
cerning the adequacy of the existing provisions. First, should 
the Labor Board be kept as a separate organization apart from 
the Interstate Commerce Commission? Second, should it, or 
some other body, be given greater powers of compulsion? 


Relation of Labor Board to Interstate Commerce Com- 
mission.—With reference to the relation between the Board 
and the Interstate Commerce Commission, it is the author’s 
opinion that the present situation is not satisfactory. The 
Interstate Commerce Commission determines rates and the 
Labor Board endeavors to determine wages, but wages partly 
depend upon rates and rates partly depend upon wages. This 
circularity exists in the nature of the situation and the question 
of priority between wage findings and rate findings would exist 
even if the Interstate Commerce Commission had complete 
control. (In fact, it exists on any single, unregulated, private, 
railway.) But under the established organization, the Inter- 
state-Commerce Commission has control over so many factors 
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in the situation, while the Labor Board has control over so 
few, that it is not logical to expect the latter to make the final 
decision on wages. 

In making wages, the demand for transportation must be 
considered and especially the prospective gross earnings arising 
from rates and volume of traffic. Allowance must be made 
for cost of materials and supplies and for the maintenance 
and replacement of plant and equipment. Then the gross 
earnings have to be shared among labor, enterprise, and in- 
vestors; which makes it necessary to consider, respectively, 
the supply and demand of each class of labor required, of 
executive ability, and of capital. Now the Interstate Commerce 
Commission has jurisdiction over most of these matters. It 
fixes rates and deals with investment valuation, determination 
of “fair returns,” capitalization, construction, and deprecia- 
tion accounts. These things cover a large part of the process 
in which wages must be determined, including (1) the joint 
demand for labor and the other factors of production, and 
(2) the supply of all the factors other than labor. 


Labor Board Not in Position to Determine Wages.— 
The logical conclusion from this reasoning is, first, the negative 
one already expressed : that the Labor Board is not in a position 
to make final determination of wages. It can logically certify 
to the Commission the facts concerning the supply of labor. 
It can ascertain and report what should constitute a necessary 
minimum wage based on cost and supply conditions affecting 
labor. But wages should not be made regardless of demand, 
which means a consideration of what the traffic will bear and 
the abundance and requirements of other factors of production, 
such as enterprise and capital. 

It therefore seems, either that the Interstate Commerce 
Commission should make the final determination of wages or 
that a third body which would receive data from the Commis- 
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sion and the Labor Board, should do so. It may be possible 
to continue with the present arrangement, but it is certain 
that under that arrangement there will always be a lack of 
coordination and an absence of clear-cut functioning which 
will prevent the best results. 

A Labor Board is desirable and during the experimental 
stage there has been some advantage in having it separate, 
but it should either be made a bureau of the Interstate Com- 
merce Commission or its findings should be limited to matters 
of labor cost, supply, and performance, and be certified to the 
Commission (or some third body) for final decision on wages. 


Need of Settling Labor Controversies Without Strikes — 
Whatever the arrangement, it seems clear that we must ulti- 
mately come to some method of establishing wages and work- 
ing conditions for railway labor which can be enforced without 
strikes or lockouts. This may or may not be called compulsory 
arbitration, but the results aimed at by compulsory arbitration 
are what we want. We regulate the conduct of railway enter- 
prise and subject the capital and adminstrative ability employed 
in this industry to numerous restrictions. We control con- 
struction, the issuance of securities, interlocking directorates, 
the investment account, and the return on investment. It 
therefore seems logical that there should be more regulation of 
the conditions under which labor functions, for the purpose of 
insuring cooperation with capital and enterprise and prevent- 
ing selfish and shortsighted labor policies. 

To this end, it is suggested that more power be given to the 
government, if that be required, and that it be made the duty 
of the appropriate branch of the government to investigate 
labor disputes and subpcena witnesses. Reports based on such 
investigation should be published promptly and a sufficient 
delay in declaring strikes and lockouts be required to insure 
due consideration of all angles of the problem. When a vote 
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is taken by a labor organization on declaring a strike, the 
balloting should be under the supervision of the government 
(just as the issue of securities and the making of rates are 
controlled), and every precaution should be taken to insure 
that the issue is fairly presented to the men and that the vote 
fairly expresses their opinion. These, and other measures 
which might be suggested, would allow such individual initia- 
tive on the part of labor as is desirable, but would regulate labor 
activity in view of the fact that it is functioning in a public 
utility industry. 


Giving Labor a Share in Management.—The foregoing 
suggestions are in accord with allowing labor to participate 
in management. It seems clear that if cooperation between 
labor and capital is to amount to anything, labor must share 
in management. At the very least, labor should have such 
contact with the executive side of the business of transporta- 
tion that it would know what are the costs, earnings, and 
problems of the company with which it is working. This 
suggestion is purposely left very vague and general, but con- 
siderable progress has been made along the line indicated in 
some industries. It may be noted that some consolidation of 
railways into larger groups might make it easier to get the 
cooperation suggested. Such cooperation can only come when 
the employer and the employee are interested in similar things, 
as they are when they are parts of the same company. At the 
present time, however, there are so many different companies 
that the best results are not possible. Some are wisely and in- 
telligently managed, while others are not. Probably there are 
not enough wise leaders to go around. Some consolidation, 
therefore, would insure a community of interest in a single 
company and would at the same time reduce the companies 


to so small a number that we might expect uniformly good 
results. 
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Adjusting Wages to Cost of Living.—One further sug- 
gestion which the author would make is that in the railway 
business wages should be adjusted according to changes in 
the cost of living—this for the purpose of eliminating peren- 
nial wage disputes. There is nothing original or novel in this 
suggestion, but its adoption by England makes it now seem 
more feasible. The main outlines of the idea are that a stand- 
ard minimum rate of payment be determined upon and that an 
index of the cost of living be adopted. Every rise or fall of 
reasonable magnitude in this cost of living index should be 
reflected in due course in a proportionate change in the rate of 
wages. No decrease should be made in wages below the stand- 
ard minimum, however, unless a specially large and continuous 
decrease in the cost of living index should occur. 

In England the statistics of the Ministry of Labor provide 
data on the cost of living, and, under the provisions of a sliding 
scale arrangement, for each rise or fall of five full points in 
the cost of living there would be an increase or decrease of one 
shilling per week in wages. This arrangement has been in 
effect for some time and under it wages have been both 
advanced and reduced. 

The scheme seems reasonable. The chief problem would 
lie in the determination of the standard minimum rate of wages, 
but that is not insoluble, and thereafter the question of wages 
would be automatically settled by variations in cost of living. 
Provision for changing standards of living might be made by 
authorizing the determination of a new standard minimum 
wage once every ten years. 


GOVERNMENT OwNERSHIP 


The Two Extremes: Unregulated Private Operation and 
Government Operation.—There are two extremes possible in 
the relation between business and government—the business 
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may be left unregulated in the hands of private enterprise, or 
it may be taken over by the government and operated without 
the participation of any private enterprise. Both of these ex- 
tremes have their weaknesses, and the problem in the United 
States has been to arrive at the golden mean between them. 

We need not discuss the shortcomings of unregulated, 
private enterprise, but it is important to point out that under 
government ownership and operation we should have the same 
disadvantages. It is an old saying that “extremes meet,” and 
thoughtful persons have long recognized that extreme individ- 
ualism and extreme socialism come to pretty much the same 
thing. 


The Extremes Meet.—In the case of railway operation, 
the extreme type of individualistic operation is illustrated by 
the classic expression of one of the old railway leaders, “The 
public be damned.” What the railway man meant was that 
he differed decidedly with that part of the public which did 
not agree with him. Now, if we were to have complete govern- 
ment operation, it would be found that necessarily the railways 
would be so conducted as to rates or service that a part of the 
citizens would not be pleased. Necessarily, the government 
would resort to a pretty high degree of standardization and 
uniformity, and necessarily the railways would be run in con- 
formity with the ideas of a controlling group,—not necessarily 
the majority. This practically amounts to having that group 
say, “The rest of you be damned,” and that might mean very 
much the same thing as the original expression. 

Discriminations under individualistic operation find ex- 
pression in the unequal treatment of different individuals whose 
needs or interests are similar. Under the more uniform 
government operation, we would also find discriminations, 
arising from the equal treatment of different individuals whose 
needs or interests are dissimilar. In dealing with the unregu- 
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lated, private railway corporation, a shipper or a community 
of shippers may be confronted by selfishness, greed, and arbi- 
trary decisions; in dealing with a government bureau, would 
‘not the same individual shipper or community of shippers have 
an equally unsatisfactory experience in finding that the bureau 
represented some selfish group in the nation (“the East?” “the 
West?” farmers? lumber producers? coal mining interests ? ) 
and was subject to the red tape which usually hampers the 
action of authority delegated to governmental departments ? 

In fact, over against the evils of speculative control by in- 
dividuals, we may set political control and the influence of tem- 
porary political expediency under government ownership; and 
against the overhasty short-time policy of individual manage- 
ment, we may set the overslow and possibly too-long-time 
policies of the state. It seems certain that to pass from the 
extreme of unregulated private operation to the extreme of 
government operation would lead us far from the golden mean 
of private initiative harnessed and controlled in the interest 
of the public. 


The Problem Different in This Country.—It is ever to be 
remembered that our government is different in important re- 
spects from most of those in which government ownership has 
been tried with more or less success. In the first place, the ter- 
ritory and diversity of industrial development found within 
the United States make the problem very difficult from that 
in Switzerland, or Germany, or Italy. The very magnitude 
of railway operations here is probably of some importance as 
a difference, but it is the complexity arising from diversifi- 
cation that is most important. 

In the second place, our political ideals are different from 
those in such countries as Germany. There are few countries 
in which the idea of individual initiative is so dominant as 
in the United States. Here we seek the common welfare 
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through the intelligent cooperation of individuals, and rely — 
largely on education to develop the basis for such intelligent — 
cooperation. If we cannot rely upon these things in dealing 
with the railway business, we shall be admitting that our ideals 
are impracticable. 


Our Political Organization Not Suitable for Business 
Operations—In the third place, our political organization, 
whatever its merits in other respects, is not adapted to the ad- 
ministration of business enterprise. There is in it too much of 
what every American knows as “politics.” The labor problem 
would be especially threatening under a regime of government 
operation, and the fact that labor leaders of a certain type 
appear to desire such operation is evidence that they see in it 
opportunities for securing special advantages which may not 
be consistent with the best interests of society. Under govern- 
ment operation it would be more difficult than ever to hold the 
balance in sectional and class rate questions, and it is to be 
emphasized that the rate structure can only be best for the long- 
run interests of society when it is made on an economic basis. 
If rates were to be made on the basis of votes instead of on 
the basis of costs and demand for transportation service, there 
would be colossal waste and economic loss. 

It is said that the National Transcontinental railway in 
Canada constructed a line extending 200 miles north from 
Montreal—beyond any settlement sufficient to warrant a rail- 
way—for the chief purpose of winning votes in eastern 
Canada. The cost was something like $150,000 per mile. 
Other cases of a similar kind are available in Canadian ex- 
perience with government ownership. 

Under government ownership and operation there appears 
to be nothing that would compel a counting of the costs of 
building and operating railways. The almighty ballot would 
take the place of the “almighty dollar.” Railways would be 
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built and “improvements” made where there is a majority— 
perhaps somewhat as post-offices and river improvements are 
_ to-day—and there would be little incentive to the reduction 
-of operating expenses, since as costs increase, taxes might be 
relied upon to make up deficits. Certainly, so long as we have 
Congresses which deal with matters such as the tariff and the 
proposed “soldier’s bonus” in the manner in which recent 
Congresses have dealt, there is little hope that we could expect 
a businesslike management of our railways under government 
operation. 


The Railway Business——The vital need in our thinking 
about railways today is a realization that railway transporta- 
tion is a business and must be conducted on what is meant by 
a business basis, while at the same time we recognize that the 
railway business has a public aspect. On the one hand, the 
railway executives still should make some adjustment in their 
attitude to show that they have the new conception of their 
business. They can show this new conception by more fre- 
quently anticipating the desirability of things which are now 
forced upon them by regulation. For example, in handling 
the terminal problem there is a great opportunity for railway 
executives to show that cooperation is feasible, and the same 
may be said of car supply. 

They have shown that the old competition in rates is not 
feasible ; now let them show that cooperation is. 

On the other hand, we, the people, through our representa- 
tives, must meet the new spirit on the part of railway execu- 
tives half way, and, by allowing reasonable rates, make it 
possible for private initiative to live in the railway business. 
There is danger that business will be driven out of railway 
operation and politics step in. The present situation cannot 
persist if we are to insist on responsibility among railway men 
while keeping all the power for the government. It is an old 
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and tried principle that power and responsibility must go to- 
gether. Either we must assume more responsibility for the 
efficient functioning of the railways, by such means as dealing 
firmly with railway labor and strengthening railway credit as 
required, or we shall have to assume through the government 
the initiative which we now expect from private management. 
It is to be hoped that our citizens will have sufficient vision to 
take the former course, and that the intelligent self-interest of 
private railway owners will lead them to cooperate. It is al- 
ways desirable in a country such as ours—and it is still possi- 
ble—to keep railway transportation on a business basis. 
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ApvANcep CHarcE. The amount of freight or other charge on a ship- 
ment advanced by one transportation line to another, or to the shipper, 
to be collected from the consignee. 

Agency Tarirr. A tariff issued by a publishing agent for one or more 
transportation lines. 

AGREED WEIGHT. The weight prescribed by agreement between carrier and 
shipper for goods shipped in certain packages or in a certain manner. 

At-Rait. Entirely by rail transportation. 

Any-Quantity Rate. A rate applicable to an article in any quantity. 

Arpitrary. (a) A fixed amount which a transportation line agrees to 
accept in dividing joint rates. (b) A fixed amount added to or de- 
ducted from a rate from one station to make a rate from another 
station. (c) A fixed amount added to or deducted from a rate to 
one station to make a rate to another station. 

Arriva Notice. A notice furnished to consignee of the arrival of freight. 

Asrray Freicut. Freight bearing marks indicating owner and destina- 
tion, but separated from the waybill. 

AvERAGE DEMURRAGE AGREEMENT. An agreement made between a shipper 
and a transportation line whereby the shipper is debited for the time 
cars are held for loading or unloading beyond a certain period and cred- 
ited for the time cars are released by him within a certain period, 
demurrage charges being assessed by the transportation line, usually at 
the end of the month, for any outstanding debits. 

Barc, A flat-bottomed boat. 

Basinc Pornt. A point the rates to and from which are used in construct- 
ing through rates between other points. 

Basinc Rate. A rate used only for the purpose of constructing other 
rates. (See Proportional Rate.) 

Bett Line. A short railroad operating within and/or around a city. 
(See page 490.) 

Bittep WercHT. The weight shown in waybill and freight bill. 

Buanket Rate. (a) A rate applicable from and/or to a group of points. 
(b) A special rate applicable on several different articles in a single 
shipment. 


1 Compiled from the Freight Traffic Red Book. 
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Bianker Waysitt. A waybill covering two or more consignments of 
freight. . 

Break Buk. To unload and distribute a portion or all of the contents 
of a car. 

Break Burk Point. A point at which a portion or all of the contents of 
a car are unloaded and distributed. 

Bux Freicut. Freight not in packages or containers. 

Cartoap. The quantity of freight required for the application of a car- 
load rate. 

Cartoap Minimum WeicuT. The least weight at which a shipment is 
handled at a carload rate. 

Car-Mitz. (a) A statistical unit representing the movement of one car 
one mile. (b) A unit used in comparing freight earnings or expenses 
—the amount earned from, or the cost of, hauling a car of freight one 
mile. 

CarraceE. The charge made for hauling freight on carts, drays, or trucks. 

Circurrous Route. An extremely indirect route. 

Crarm. A demand made upon a transportation line for the payment of © 
a loss sustained through its negligence. 

Crass Rate. A rate for a class to which articles are assigned in a classi- 
fication. 

Crass Tarirr. A tariff containing only class rates. 

CuassiFicaTion (FreicHt). A publication containing a list of articles 
and the classes to which they are assigned for the purpose of apply- 
ing class rates, together with governing rules and regulations. (See _ 
page 267.) 

CLEANING IN TrANsIT. The stopping of articles, such as peanuts, etc., at 
a point located between the points of origin and destination to be 
cleaned. 

Comsrnation Rats. A rate made by adding together two or more rates 
published in different tariffs. (See Joint Combination Rate.) 

ComspinaTion THRoucH Rate. A through rate made by adding together 
two or more rates published in different tariffs. 

Commoprry Rate. A rate applicable to an article described or named in 
the tariff containing the rate. 

Commopity Tarirr. A tariff containing only commodity rates. 

Common Pornt. A point reached by two or more transportation lines. 

Competitive Point. A point at which two or more transportation lines 
compete for the movement of traffic. 

ConcEALED Damace. A damage to the contents of a package that extern- 
ally is in good order. 

ConceALep Loss. A loss from a package bearing no indication of having 
been opened. 

CoNnsIGNEE. The person to whom articles are shipped. 
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Consicnor. The person by whom articles are shipped. 

Constructive Miteace. An arbitrary mileage allowed to a transporta- 
tion line in dividing joint rates, etc. on a mileage prorate (not the 
actual mileage). ’ 

*ContTaAINner. Anything in which articles are packed. 

DemurrAGE. A charge made on cars or vessels held by or for con- 
signor or consignee, for loading or unloading, for forwarding direc- 
tions, or for any other purpose. 

DENSITY OF TRAFFIC. The amount of traffic handled per mile within a 
certain region. 

DEsTINATION. The place to which a shipment is consigned. 

DIFFERENTIAL. The difference established between rates from related 
points of origin, or to related points of destination, or via different 
routes between the same points. 

DIFFERENTIAL RATE. A rate established via a route from one point to an- 
‘other by deducting a certain amount from, or adding a certain amount 
to the rate via another route between the same points. (See Standard 
Rate.) 

DIFFERENTIAL Route. The line or lines which maintain differential rates. 

Distance Rate. A rate that is applicable according to distance. 

Diversion. A change in the route of a shipment in transit. (See Recon- 
signment.) 

Drittine (Car). The handling or switching of cars in freight yards. 

Dunnace. The material used to protect or support freight in or on cars 
and vessels. (Bracing, false floors, meat racks, sawdust, etc.) 

Emesarco. To restrict or prohibit the acceptance and handling of traffic, 

EstIMATED WEIGHT. The weight specifically stated in tariffs for goods 
shipped in certain packages, or in a certain manner. 

Exceprion SHEET. (See Exceptions to Classification.) 

Exceptions to CxassiFicaTion. A publication containing classification 
ratings and rules different from the classification ratings and rules 
contained in a major classification. 

Excess Freicut. Freight in excess of quantity waybilled. 

Fast FreicHt Line. Two or more transportation lines jointly operating 
through fast-freight schedules. 

Fast Freicut Train. A freight train which does not stop at all of the 
stations on its route. 

FrepiInc In Transit. The stopping of shipments of livestock, etc., at a 
point located between the points of origin and destination to be fed 
and watered. 

Ferry Car. (See Trap Car.) 

Frxep CHarces. Charges which do not vary with an increase or decrease 
in traffic. 
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Forercn Car. A term used by.a transportation line to denote cars belong- 
ing to another transportation line. 

Format Compiaint. (Before I. ¢.C.) A complaint filed with the Inter- 
state Commerce Commission for investigation and adjudication under 
formal procedure provided by the rules of the Commission. (See 
page 529.) 

Fourto Section AppiicaTion. A petition of a transportation line to the 
Interstate Commerce Commission for authority to publish charges not 
in conformity with the Fourth Section of the Act to Regulate Con- 
merce (the “long-and-short haul clause”). 

Freicut Britt. (a) Destination Freight Bill. A bill rendered by a trans- 
portation line to consignee, giving a description of the freight, the 
name of the shipper, point of origin, weight, and amount of charges 
(if not prepaid). (b) Prepaid Freight Bill. A bill rendered by a 
transportation line to shipper, giving a description of the freight, the 
names of consignee and destination, weight, and amount of charges. 

Freicut Craim. A demand upon a carrier for the payment of over-_ 
charge or loss or damage sustained by shipper or consignee. 

Gateway. A point at which freight moving from one territory to another 
is interchanged between transportation lines. 

Gonvota Car. An open car with sides and ends, used principally for 
hauling coal, sand, etc. 

Gross WeicHt. (a) The weight of an article together with the weight of 
its container and the material used for packing. (b) As applied to a 
carload: the weight of a car together with the weight of its entire 
contents. r 

InpivipvaL Tarirr. A tariff issued by a transportation line in its own 
name. 

InpustTRIAL CARRIER; INDUSTRIAL Line; INDUSTRIAL Roap. A short rail- 
road owned or controlled by one or more of the principal industries 
served by it. It may be either a common carrier with all the rights 
and obligations attached thereto, or merely a private carrier or plant 
facility. Moreover, it may, whether a common carrier or a plant 
facility, be separately incorporated or operated merely as a department 
of the operating companies’ business. 

InrorMAL CompLaints. (Before I. C. C.) (a) A complaint filed with the 
Interstate Commerce Commission for the purpose of obtaining its 
permission and authority to remedy the condition complained of, the 
complainant and defendant being in agreement as to the merits of the 
complaint. (b) A complaint filed with the Interstate Commerce Com- 
mission in a case which may be handled and likely disposed of by 
the Commission through correspondence with the parties interested. 
(See Formal Complaint.) 
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Inrrtat Carrter. The transportation line to which a shipment is delivered 
by the shipper. 

INTERCHANGE Point. A station located between points of origin and 
destination at which freight in the course of transportation is de- 
livered by one transportation line to another. 

INTERCHANGE SwitcHING. The service performed in transferring cars 
from one transportation line to another as a part of a transportation 
movement. 

INTERCHANGE TrAcK. A track on which freight is delivered by one trans- 
portation line to another. 

INTERLINE. Between two or more transportation lines. 

INTERLINE FreiGHT. Freight moving from one point of origin to destina- 
tion over the lines of two or more transportation lines. 

InTERLINE Waysitt. A waybill covering the movement of freight over 
two or more transportation lines. 

INTERMEDIATE Pornt. A point located between two other points which 
are specially named in a tariff. 

- INTERSTATE TRaAFFIc. Traffic moving from a point in one state to a point 
in another state; between points in the same state, but passing through 
another state en route; and between points in the United States and 
foreign countries. 

InNTER-TERMINAL SWITCHING. The moving of cars from a place on one 
transportation line to a place on another, when both places are within 
the switching limits of the same station or industrial switching district. 

INTERVENE. To take action and participate in proceedings that have been 
instituted by others. 

IntTRA-PLANT SwitcHING. The moving of cars from one place to another 
within the yards of a plant or industry. 

IntRA-STaTE TrarFic. Traffic having origin, destination and entire trans- 
portation within the same state. 

INTRA-TERMINAL SwiTcHING. The moving of cars (other than intra- 
plant switching) from one place to another on the same transportation 
line within the switching limits of one station or industrial switching 
district. 

Issurnc Carrier. The carrier by which a tariff is published or bill of 
lading or other documents are issued. 

Joint Comsrnation Rate. A joint rate which is obtained by adding to- 
gether two or more factors published in the same tariff. (See Joit 
Through Rate.) 

Joint Rate. A rate anolicable from a point located on one transportation 
line to a point located on another transportation line, made by agree- 
ment or arrangement between and published in a single tariff under 
proper concurrence of all transportation lines over which the rate 
applies. 
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Joint THroucH Rate. A joint rate published as a unit. (See Joint Com- 
bination Rate.) 

Jornt Trarric. Traffic moving between stations located on one transpor- 
tation line and stations located on another transportation line. 

Juncrion Point. (a) A point at which a branch-line track connects with 
a main-line track. (b) A point at which two or more transportation 
lines interchange freight over connecting tracks. 

Knocxep Down. A term denoting that an article is partially or entirely 
taken apart (not set up). 

Known DaMace. A damage discovered before or at time of delivery of a 
shipment. 

Known Loss. A loss discovered before or at time of delivery of a ship- 
ment. ‘ 

LESS-THAN-CARLOAD. The quantity of freight less than that required for 
the application of a carload rate. 

Less-THAN-CaRLoAD Rate. A rate applicable to a less than carload ship- 
ment. 

Licuterace, The charge made for transporting freight on lighters or ; 
barges. 

Line-Hav.L. The movement of freight over the tracks of a transporta- 
tion line from one town or city to another town or city (not a 
switching service). 

Line-Havut Switcoinc. The moving of cars within yard or switching 
limits of a station, preceding or following a line-haul. (See Terminal 
Switching.) 

Locat Rate. A rate applying between stations located on the same trans- 
portation line. 

Locat Tarirr. A tariff containing rates applicable only between stations 
located on the same transportation line.- 

Locat TrarrFic. Traffic moving between stations located on the same trans- 
portation line. 

Loca Train. A train which stops at all stations on its route. 

Locat Waysitt. A waybill covering the movement of freight over a 
single transportation line. ; 

Lonc-AND-SHortT Haut Cause. The Fourth Section of the Act to Regu- 
late Commerce prohibits a transportation line from charging more 
for a shorter than for a longer haul over the same route, except by 
special permission of the Interstate Commerce Commission, hence the 
term “long-and-short haul clause.” 

Marks. Letters, numbers and/or characters placed on a package for pur- 
poses of identification. 

MeEMorANDUM Birt or Lapinc. The duplicate copy of a bill of lading. 

MERCHANDISE Car. A car containing several less-than-carload shipments, 


: 
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Miteace Rates. Rates applicable according to distance. 

Miveace Tarirr. A tariff containing rates applicable according to distance. 

Mitiinc 1n Transit. The stopping of grain, lumber, etc., at a point 
located between the points of origin and destination, for the purpose 
of milling. 

Minimum Cartoap WEIGHT. The least weight at which a shipment is 
handled at a carload rate. 

Mixep Cartoap. A carload of different articles in a single consignment. 

OvercHarce. To charge more than the proper amount according to the 
published rates of transportation lines. 

PackacGeE Car. A car loaded with several less-than-carload shipments 
destined for distant points. 

Paper Rate. A published rate under which no traffic moves. 

PrEppDLER Car, A car handled by carriers for less-than-carload shipments 
from one consignor only over a specified route, the shipments being de- 
livered at points along the route direct from the car to the various 
consignees. 

Per Diem CuHarce. A charge made by one transportation line against an- 
other for the use of its cars. The charge is based on a fixed rate per 
day. , 

PERISHABLE FREIGHT. Freight subject to decay or deterioration. 

PrivaTE Sipinc. A side-track owned or leased by an individual or firm. 

ProporTionaL Rate. A rate specifically published to be used only as a 
factor in making a combination through rate. A rate published from 
New York to Chicago to apply only on traffic destined to points be, 
yond Chicago would be a proportional rate. (See Basing Rate.) 

ProporTioNAL Tarirr. A tariff containing only proportional rates. 

PusiisHine Acent. A person authorized by transportation lines to publish 
tariffs of rates, rules and regulations for their account. 

RAtm-AND-WatTER. Partly by rail and partly by water transportation. 

Rate Basis. A formula of the specific factors or elements which control 
the making of arate. 

RAte Scare. A table of rates graduated according to distances or zones. 

Reconsicn. To change the name of consignee and/or destination of a 
shipment en route. (See Diversion.) 

RECONSIGNMENT. A change in the name of consignee and/or destination 
of a shipment en route. (See Diversion.) 

REFINING IN TRANSIT. The stopping of shipments of sugar, oil, etc., at a 
point located between the points of origin and destination to be re- 
fined. 

REPARATION. The redress of an injury, or amends for a wrong which has 
been done. 

SraL (Car). A device for fastening or locking the doors of cars. 
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Sutprer’s Loap AND COUNT. A term denoting that the contents of a car 
were loaded and counted by the shipper and not checked or verified 
by the transportation line. 

Surppinc Orper. Instructions of shippers to carrier for forwarding of 
goods; usually the triplicate copy of the bill of lading. 

Sipe-Track. A short track extending alongside and connecting at both 
ends with another track. 

Sportinc (Car). The placing of cars where required to be loaded or un- 
loaded. 

Spur-Track. A short track extending out from or alongside, and con- 
necting only at one end with another track. 

Sranparp Rate. A rate established via direct routes from one point to 
another in relation to which the rates via other routes between the 
same points are made. (See Differential Rate.) 

SranparD Route. The line or lines which maintain standard rates. 

Sration ORDER Car. A car loaded by a shipper with several less than 
carload shipments destined to different points along the same route, 
the shipments being loaded in destination order. A station order car 
is placed in a train without its contents being rehandled at the trans- 
portation line’s terminals at point of shipment. (See Trap Car.) 

SToRAGE IN TRANSIT. The stopping of freight trafic at a point located 
between the point of origin and destination to be stored and re- 
forwarded at a later date. 

Srorace Track. A track on which cars are placed when not in service, Or 
when held awaiting disposition. 

SuppLEMENT (TariFF). A publication containing additions to and/or 
changes in a tariff. 

SwitcH. (a) A connection between two lines of track to permit cars or 
trains to pass from one track to the other. (b) To move cars from 
one place to another within switching limits. 

SwircHinc. The moving of cars from one place to another within switch- 
ing limits. ‘ 

Tanx Car. A car used for transporting liquids in bulk. 

Tap Line. A short railroad usually owned or controlled by the industries 
which it serves and “tapping” (connecting with) a trunk line. 

Tare WEIGHT. (a) The weight of a container and the material used for 
packing. (b) As applied to a carload, the weight of the car exclusive 
of its contents. 

Tarirr. A schedule of rates charged by transportation lines, together with 
governing rules and regulations. (See Class, Commodity, Joint, Local, 
and Proportional.) 

Tram-Track. A traci on which cars are placed for the use of the public 
in loading or unloading freight. 
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TERMINAL SWITCHING. The moving of cars originating at and destined to 
points within yard or switching limits. (See Line-Haul Switching.) 

THroucH Rate. A rate applicable through from point of origin to desti- 
nation. A through rate may be either a joint rate or a combination of 
two or more rates. 

THrouGH Train. A train which does not stop at all stations on its route. 

Ton-Mire. (a) A statistical unit representing the movement of one ton 
cne mile. (b) A unit used in comparing freight traffic, earnings, or, 
expenses—the amount earned from, or the cost of, hauling a ton of 
freight one mile. 

Trace. To follow the movement of a shipment. 

Tracer. (a) A request made to a transportation line to trace a shipment 
for the purpose of expediting its movement or establishing delivery. 
(b) A request for an answer to a communication, or for advice con- 
cerning the status of a subject. 

Track Storace. A charge made on cars held on carrier’s tracks for load- 
ing or unloading after the expiration of free time allowed. The 
charge is generally made in addition to demurrage charge. 

TRANsit PrivitEcE. A service granted on a shipment en route, such as 
milling, compressing, refining, etc. 

Transit Rate. A rate restricted in its application to traffic which has 
been or will be milled, stored, or otherwise handled in transit. 

Trap Car. (a) A car loaded by shipper with several less-than-carload 
shipments destined to different points, to be distributed at the trans- 
portation line’s terminals at the point of- shipment into other cars for 
forwarding to their respective destinations. (b) A car loaded with 
several less-than-carload shipments for one consignee. (See Station 
Order Car.) 

Trunk Line. A transportation line operating over an extensive territory. 

UNDERCHARGE. To charge less than the proper amount. 

VENTILATED Car. A car equipped with openings at top, sides and/or ends 
to admit air. 

Ways. A document prepared by a transportation line at the point of 
origin of a shipment, showing the point of origin, destination, route, 
consignor, consignee, description of shipment, and amount charged 
for the transportation service, and forwarded with the shipment, or 
direct by mail, to the agent at the transfer point or waybill destina- 
tion. (See page 440.) 

Yarps (FreicHt). A system of tracks within a certain area used for 
making up trains, storing cars, loading and unloading freight, etc. 
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APPENDIX C 
PROBLEMS 


CHAPTER I—Nature and Importance of Railway Transportation 
(For statistical data see Statistical Abstract OF Ue Ss) 


1. What are the three largest industrial groups in the U. S.? Give 
figures to prove it. 

2. Is it a sound policy to aid any class (such as farmers) by reducing 
railway rates so that the carriers cannot make a profit? 

3. Briefly discuss the relative importance of agriculture and railway 
transportation as contributing to the wealth and welfare of the nation. 

4. How many miles of railway line in your state? Is the mileage 
increasing or decreasing? How does the number of miles of railway 
per square mile compare with the average for the U. S.? 

5. Briefly discuss the relation between railways and the growth of your 
town, noting the bearing of each of the five tests of railway efficiency. 

6. Can you name any article the price of which is not affected by 
railway rates? 

7. How many dollars did each person in the U. S. on the average 
pay to railways last year? 

8. Secure a blue-print “profile” and a “ballast chart” of some railway 
entering your town, covering the division of its line in your vicinity, 
and report what it shows. 

9. List all kinds of railway property within your city limits for some 
line entering your town and roughly estimate the total value of this 
Property. Report if it is in good condition. Is it increasing in value? 

10. Upon what mechanical factors does the tractive power of a locomo- 
tive depend? 

11. Carefully watch the rails as a freight-train passes and report what 
you see. How does it affect cost of operation? 


CHAPTER [I—Internal Organization of a Railway 


1. Secure from the secretary of some railway company in which you 
are interested a chart of its organization and compare it with the charts 
shown in the text. Discuss the differences, showing their significance. 

2. What are the titles of the general officers of any one of the railways 


591 


592 APPENDIX C 


which serve your town? Group these officers, according to function, into 
departments. (See “Official Guide,” or “The Pocket List of Railway 
Officials,” published by the Railway Equipment and Publication Co., New 
York City.) 

3. What division officers are there on the division of some railway 
serving your town, and how are their activities coordinated? Do they 
report to anyone beside the Division Superintendent ? 

4. If you wanted to secure a freight rate on a shipment, of what rail- 
way officer would you inquire? If you wanted to “trace” a car? To 
file a “claim”? 

s. How long are the local “divisions” of the railway serving your town? 
What considerations probably determined the length? 

6. Construct a complete ideal scheme of the organization for a railway 
200 miles long. 

7. Trace step by step to the ultimate source the orders under which 
a station agent works. (Find out from your local station agent what 
reports he makes and to what officers he makes them.) Is he under the 
operating or the traffic department? 

8. Briefly discuss the relation between the operating department and the 
traffic department of a railway. 

9. Suppose a shipper orders a car of a certain size or type. He goes 
to the freight solicitor of one road and is told that there are plenty of 
such cars but one cannot be got for two weeks. He goes to the freight 
solicitor of another road and is told that while such a car is not immedi- 
ately available one will be furnished him within 24 hours. What difference 
in the organization of the two roads probably explains the situation? 

10. Discuss the organization problem suggested by the following story. 
“The General Manager of a St. Paul road—a man of wonderful energy 
and strong character but of a very explosive temperament—ordered a train 
dispatcher to send some empty flat cars to Bay View for rails. The train 
dispatcher answered that he could not as he did not have the cars. The 
General Manager replied in tones that none of us mistook: ‘Do not tell 
me that you cannot send cars when or where I tell you to,’ and he walked 
out of the office. Needless to say the cars were promptly sent.” 

11. Should the freight claim agent be subordinate to the general freight 
agent or should the two-be coordinate? Discuss. 

12. How can: the interests of the superintendent of motive power and 
the general superintendent in the work of the master mechanic best be 
provided for? 


CHAPTERS III-IV—Railway Operating and Traffic Statistics 


1. From the statistics published by the Interstate Commerce Commission 
(either Statistics of Railways in the U. S. or monthly bulletins, or pre- 
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ferably both), bring the comparison between the Baltimore and Ohio and 
the Erie down to date as nearly as possible to see if the condition that 
obtained in 1917 still prevails, 

2. Tabulate the total number of ton-miles of revenue-freight for five 
or six different railway companies, and in a parallel column tabulate the 
freight train-miles (both ordinary and light), freight-train locomotive-miles, 
the total freight train car-miles, and the ton-miles of revenue-freight per 
loaded car-mile (i.e., the average carload). Compare the roads to determine 
which makes the best showing, and sum up your work by entering the name 
of the appropriate road in the blank shown in the following sentence: 
RE NGURER. Lee eee eh en cgi railway has the largest number 
of ton-miles in proportion to locomotive-miles, and in proportion to train- 
miles (or car-miles).” 

3. Make a graph, plotting curves showing the movement of the follow- 
ing items during the last five or ten years: operating ratio, ton-miles per 
mile of line, ton-miles, freight train-miles, average revenue per ton-mile, 
and net earnings per mile of line. Do this either for the U. S. or for some 
railway in which you are interested. Draw conclusions concerning the 
relation existing among the various items. 

4. Ascertain the total number of ton-miles of revenue freight for any 
two railways in some recent year. Then compare the two roads for the 
purpose of applying all the tests of ton-mile significance mentioned on 
page 56,—kind of traffic predominant, average length of haul, proportion 
of less-than-carload traffic, etc. On this basis report your judgment as 
to which road should show the higher earnings per ton-mile. 

5. Ascertain if the carloadings last month increased more or less than 
the normal amount. To do this estimate the total for the month by pro- 
rating the carloadings of the weeks which may overlap the preceding or 
following months; then compare the percentage of change from the 
preceding month with the normal percentages (for tonnage) shown on 
page 60. 

6. “The X Railway has an average carload of 40 tons, and as its train- 
load averages 300 tons, it will show a density of 10,000,000 ton-miles per 
mile of line. Of course, practically all its cars are loaded. Naturally its 
operating ratio is high and we expect it to earn at least $15,000 per mile 
of line. This would amount to 5% on its investment.” Point out at least 
eight peculiarities, or inconsistencies, or impossibilities, in the foregoing. . 

7. Estimate the probable net operating income last month of Class I 
railways of the United States, basing your estimate on the number of 
cars loaded during that month, and the cars loaded and the net operating 
income of the preceding month. (1) Assume that the gross freight revenue 
of the roads varies with the carloadings. (2) Assume that operating 
expenses were the same percentage of gross revenue as obtained in the last 
reported month. (3) Assume that the difference between “net revenue from 
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railway operations” and “net operating income” is a sum equal to 7% 
of the gross “operating revenue.” (Data required :—Cars loaded in last 
calendar month, cars loaded in the preceding month,. gross operating 
revenue in the preceding month, operating ratio in the preceding month. ) 
Estimate monthly car loadings by prorating the figures for the weeks 
which overlap at the beginning and the end of the month. 


CHAPTER V—Railway Accounts, Revenue and Expense 


1. Study the annual report of a railway corporation in which you are 
interested and compare the percentages of the chief items of expense of 
that railway with the average percentages shown on page 75, and explain 
the differences which appear. 

2. Do the same for the percentages of revenue from the different sources. 

3. Make a careful statement of just what the meaning is of “net 
income” as used in railway accounting, and explain the difference between 
that item and “net operating revenue.” 

4. “Traffic expense is only 2.5% of a railway’s total expense; there- 
fore the traffic department is of small importance and the study of ‘traffic’ 
matters is less important than ‘operation.’” Criticize the foregoing state- 
ment. 

5. Explain carefully the difference between “repairs,” “depreciation,” and 
“replacements”; and work out an illustration showing how a railway 
company might make a maximum expense charge for a given month by 
juggling charges belonging under the three heads. 

6. The A. B. C. Railway uses the same number of freight-cars as the 
X. Y. Z. Railway, but its car maintenance expense is much lower. What 
does this probably indicate? What expense item probably balances the 
difference in the car repair item? 

7. What is the difference in nature between “other deferred assets” 
and “interest and dividends receivable”? If a railway company guaran- 
tees dividends on the stock of another company and owns some of that 
stock, under what head should it carry the dividends due on such stock? 


CHAPTERS VI-X—Operating and Traffic Conditions in Various Sections of 
the United States 


1. Bound the three main transportation districts (East, South, West) 
and determine the total population of each. Ascertain the total miles of 
railway line in each and compute the average number of miles per 1,000 
persons. Which district is the best supplied with track? Now compare 
the average density of traffic in each and see what light it throws on the 
answer to the preceding questions. 

2. Compare the tonnage of various commodities hauled by roads in 
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each of the eight groups distinguished by the Interstate Commerce Com- 
mission, with the tonnage hauled by the average U. S. railway. (See 
Statistics of Railways in the U. i) 

3. On an outline map showing rivers, indicate all railway crossings 
on the Ohio, Mississippi, and Missouri Rivers. 

4. On a topographical map of the U. S., such as may be found in 
recent geographies, trace the main Trunk Lines and Transcontinental 
roads. See if there are possibilities of other routes out of the Mississippi 
Valley over the Alleghenies or Rockies. 

5. With the help of a good map, compare the chief lines of railway in 
each of the groups according to traffic and operation, as to size of towns 
and productivity of land served; also water competition. (Census maps 
show population density and land values by counties.) 

6. Compare two representative railways in each group with the average 
for the U. S. on the basis of the eleven chief statistical units of judgment 
listed on page 64. 

7. Report how physiographic features of each territory have affected 
the routes taken by the main lines of railway. (Topographical maps 
‘shown in recent geographies will help.) 

8. As to each group, inquire: Is the traffic of the railways in this 
section becoming increasingly or decreasingly unbalanced? Why? What 
can be done to balance the traffic? 


CHAPTERS XI-—XII—Principles of Rate Making 


1. What will the rate be under the following assumption? 


Shippers would offer Railways would supply 

for transportation Possible rates per transportation facilities 

per year: 100 Ibs. for handling per year: 

6,000,000 tons 25 cents 1,000,000 tons 

5,000,000 “ 30 lees 2,000,000 “ 
4,000,000 “ 45 aes 3,000,000 “ 
3,000,000 “ AO Mine 4,000,000 “ 
2,000,000 “ ASe eS 5,000,000 “ 
1,000,000 “ 501.” 6,000,000 “ 


Why can the rate not be higher or lower than the figure you give? 

2. One writer says that “to base rates on cost would be an attempt 
to find one unknown quantity by using another,” arguing that unit costs 
of transportation vary with volume of traffic and that rates affect volume. 
Discuss the logic of this reasoning. 

3. Another writer makes the two following statements: 

(a) “Cost as a basis for freight rates would hinder all transpor- 
tation of low-grade freight and prevent any development of long- 
distance business.” 
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(b) “High rates would be reflected in a decline in volume of 
business only in the case of goods the use of which could easily be 
lessened.” 

Examine these statements critically. Are they both strictly true? Can 
the use of coal, logs, or sand be easily lessened? Show that the two 
statements are in conflict. 

4. “The policy of charging higher rates upon the more valuable com- 
modities is to be commended. The carrier would then secure his gross 
receipts by taxing the various manufacturers a certain per cent of the 
value of their goods.” Criticize the foregoing statement. Show that it 
gives no definite basis for fixing a particular rate. 

5. “Greater attention should be given in rate making to the interests 
of society. Probably the best way to accomplish this ‘socialization’ of 
rates is to extend the taxation principle——to fix rates more largely with 
reference to the value of the commodities.”  Criticize. 

6. Explain the following statement: “To charge what the traffic will 
bear under the principle of joint cost is for the public interest; to charge 
what it will bear under the principle of monopoly is against the public 
interest.” 


CHAPTERS XIII—XIV—True Theory of Rates 


1. The following figures represent average revenue per ton and per car 
for various commodities in a recent year. Show that they prove the im- 
portance of (a) specific value of a commodity, (b) substitutes, (c) com- 
petition among shippers, (d) risk, (e) special service, (f) size of carload, 
(g) volume of traffic, as affecting rates on various commodities. 


Revenue Revenue 

per per 

ee Ton Gas 
Cat! wis dalsrtoinasire Da iaarathalere cttlde cts a Roe $ 4.82 I 

Corn tic3. sa OMe eee ets ee Oe eee ee eee 4.38 re 
Plout) ' Seah Relsajes aaa saree eee 5.20 129 
Hay and! “stra wih?» acc.casuie oe ce okie eee eee 4.86 60 
TObDACCG,” Ayre cere here eee CO) RE 9.06 100 
Col ide lam Lanett img MeN A ME Pc avr ong ook 12.42 142 
Citeus:) Fi pity iGeacle makie leis oe topo ae eee eee 31.20 480 
Potatoes. )..; Sopnaeicis. ao moe cicteen tiene Eee 9.71 176 
Dried Brinit searecs crane oh caistitene Cesta ere TE eee 13.23 181 
Horses ‘and. trucks .......<.; Kereas sheneacn.e tuctenseieraeee 8.15 92 
Cattle: and \\ealvesar HIS las. Boe wee ce tees tee 6.36 73 
1s (0) fe Sor nie ra Van A er ie 5.85 36 
resh., “meat ip jeiccbeiioek tee ee 14.31 184 
ES. ee a's ait e-< dpc meeleatenmaneli alee elena aren er a 24.49 274 
peer (new)? ea ane Sacre eee 18,18 166 
EVEFAZES Sy Gdn ee Se este he ene he aie ele ene tes 
ase 7:07 133 
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Hides and leather ..... CO Oh CRMC AB eee ile WALOL6 210 
anthracite, coal. ....:....... PETS ECE ea eee Any 131 
Bituminious coal .......... lertisiaics s:clactnte hee 2.36 120 
Erotrmarervhar f Ue ee il ibn ASetertecients ee 1.33 69 
Ea age Sere elice prc FOR Mh lo chy EG), 1.03 49 
Mendes Petroleam: . ie: Ace Ys... 5c Waydartaikie Abas 4.84 174 
eT wethees Cpe vee ec OCC fe eetgaueNs 5.42 140 
SOLS Bako ote tog aera AA hha aba RRR Silas .96 20 
Ee tetttee .strahte hs em Ot lor get SS 6.69 176 
promneiepetrolenimanyss., nose 600! .20ssi. ede 6.08 169 
MN ered. 5. 33 oiled Sainhe wake. cae 2.24 105 
Castings and, machinery. .......-....:.......... 8.73 172 
PeUromobiles® ss, ec. ss... as, mare eset Dayeisvohet saves 25.27 201 
auterme Goss wank Clans Ml a WOH HOTS S, 9.81 276 
Basetbullionland metal 0.05 1..).. 0000 sc oll 10.45 462 


2. On the basis of what you know of some industry or business, con- 
struct a hypothetical scale of demand prices and supply prices to illustrate 
the discussion on pages 210 and 211-212, Assume some reasonable point 
of origin and destination. Take into consideration estimated cost of pro- 
duction and merchandising, estimated prices buyers are willing to pay, etc. 
Ascertain from the local freight agent the actual freight rate from point 
of origin to destination, and harmonize the rate with your other figures. 

3. A writer on transportation makes the following statement: “The 
value of a transportation service is sometimes defined as the difference 
between the price of the commodity in question at the point of shipment 
and the price at the destination. The suggestion is altogether deceptive, for 
the difference in price itself depends on the transportation charges.” Is 
this statement true? Does it conflict with any statements made in this 
chapter ? 

4. How would the situation represented in the diagram on page 225 
be affected if the particular traffic in question were “competitive,” 1e., if 
several routes were available? 

How would the shape or trend of the curve DD’ differ as between 
flour and oranges? Does this illustrate the effect of difference in elasticity 
of demand in rates? In the case of which commodity would a reduction 
in rates be most likely to benefit the railways? 


CHAPTER XV—General Level of Rates 


1. The original cost of the land owned by the Chicago, Rock Island 
and Pacific Railway is said to be $14,000,000. The “present value” of that 
land is estimated at $37,250,000. It would cost the railway over $115,000,000 
if it had to go into the market and buy the same land at the present time 
(its “condemnation value”). Which is the correct figure to use? How 
would the use of the last figure affect rates? Value of the company’s 
securities? (Take into consideration the fact that the construction of the 
road caused increased land value. Consider, however, that if rates were 
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\ 
raised to yield a return on the higher values, a location on the road would 
be less desirable for a shipper.) Is it possible to ascertain the cost of 
“reproducing” land? Is it a fair objection to say that a condemnation 
value would be hypothetical and conjectural? 

2. If a railway is hauling nothing but coal and was constructed this 
year for $100,000,000; and if it transports 15,000,000 tons, and its total 
operating expense is $10,000,000; what is a fair rate per ton? Suppose that 
the same road develops a fruit traffic, investing $10,000,000 in branches 
and equipment of all sorts. The fruit traffic is 1,000,000 tons and adds 
$4,000,000 to operating expenses. Shippers of fruit would be willing to 
pay $5 per ton. What would now be fair rates on coal and on fruit? 

3. Hadley says: “It is now pretty well understood that fixed charges 
do not directly affect rates,” but that prospective traffic and rates are to be 
taken into consideration before a railway incurs fixed charges. Does this 
agree with the discussion on pages 235-236 and 255? (Note that fixed 
charges include depreciation and bond interest.) : 

4. In 1919 the Interstate Commerce Commission found the tentative 
minimum valuation of the railways to be $18,900,000,000. Make a rough 
check of this figure by estimating the value of items in the railways’ invest- 
ment as follows: Miles of track (other than yards and terminals) at 
$25,000 per mile; number of locomotives at $20,000 each; number of freight- 
cars at $1,000 each; number of passenger-cars at $10,000 each; and total 
for terminals and terminal facilities at about 50% of the value of track. 
Make allowance for materials, supplies, and working capital on some 
reasonable basis. See balance sheet in Statistics of Railways in the U. S., 
and on page 77 above. 

5. Is it a sound policy to base the valuation of railways for consoli- 
dation purposes on the valuations now being made (on the basis of cost 
of construction) ? What is the purpose of the valuation now being made? 


CHAPTER XVI—Railway Competition 


1. Go through a volume of Interstate Commerce Commission cases or 
of the Traffic World and make a brief report on one or two cases of com- 
petitio» in rates, stating the facts and discussing the nature of competition 
involved. 

2. Does market competition tend to become cutthroat as is the case 
of competition between parallel lines? Why? 

3. With the help of the section headings make a rapid study of the 
Interstate Commerce Act and list the powers the Commission has over rail- 
way freight service. 

4. Discuss the need of balance between (1) allowing initiative (as re- 


gards service) and (2) preventing discrimination. Which is the more 
important at the present time? 
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5. State the danger of allowing carriers by canals and highways to com- 
pete with railways. 


CHAPTER XVII—Freight Classification and Commodity Rates 


1. Fill in an application for change in classification (form in Freight 
Traffic Red Book, page 522) requesting that Auto Top dressing be given 
a 5th class rating. (See classification of Dressing or Blacking in the Con- 
solidated Classification. ) 

2. Why are cigarettes rated 2nd class, screen doors 4th class, and wooden 
single trees 6th class? Give several explanations. 

3. The classification lists acetic acid and sulphuric acid as follows: 


KInp or SHIPMENT SULPHURIC ACcETIC 
Of. So. W'n. Of. So. W’n. 
In glass or earthenware packed in 
barrels or boxes, L.C.L........... I I I I I I 
In glass or earthenware packed in 
barrels or boxes, C.L., min. wt. 


30,000 lbs. aA Sie rasa ie 3 4 4 3 5 4 
In carboys, necks projecting, L.C.L. 1 2 1% I I 1% 
In carboys completely boxed, iG 
SOO NIC See eee Pre I 2 I I I I 
In carboys, C.L., min. wt. 30,000 Ibs., 
Sebiect'to Rule 34.06 3 4 A 5a [ASA A 
min. wt. 24,000 
In iron or steel barrels, L.C.L....R26 5 3 3 3 3 
In iron or steel barrels, C.L., min. 
Mile AST OOOZ IDS... ou. cailor ciuiy 5 6 5 55 5 A 
min. wt. 30,000 
In tank cars, C.L., subject to Rule 35 5 6 5 5 5 A 


Give some reasons for the differences between the two acids, considering 
value, use and volume in which shipped. Note minimum weights. Explain 
the different ratings given the various methods of packing. Can you give 
any reasons for the differences between Official, Southern, and Western 
ratings? 

4. Make a list of several commodities on which “commodity rates” apply, 
to or from your station via the chief railway, and discuss the reasons 
therefor. Suggest any changes that would benefit the town. 


CHAPTER XVIII—Carload Provisions and Their Significance 


1. Why should shippers not be allowed to pay flat rates of a certain 
amount per car of a certain size and have the right to put whatever they 
please in the car? t 

2. On the basis of the discussion in Chapter XVIII, outline the various 
ways in which minimum carload provisions affect shippers. 
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3. What is the need of the Interstate Commerce Commission’s provi- 
sion that the minimum carload requirement be such as to induce efficiency: 
in loading and moving freight? 

4. If the 5th class rate from Chicago to New York is 57 cents per 100 
lbs., and the 3rd class rate is 95 cents, what would be the charge for a ship- 
ment (in crates) of cast iron Chimney Flue Smoke Deflectors weighing 
50,000 lbs? The carrier furnishes two cars of 40,000 lbs. capacity each. 
(Consult the Consolidated Classification, and read Rule 24 carefully.) 

s. Briefly discuss the fairness of basing mixed carload rates on the 
highest rated article in the car. 

6. From the summary of Freight Commodity Statistics of Class I 
Roads (for a year or for a quarter) as published by the Interstate Com- 
merce Commission, determine what kind of commodity gives the heaviest 
and what kind the lightest average carload. (Divide number of carloads 
into number of tons of revenue freight originating on respondents’ 
roads.) 

7. (a) Determine from the same source what the average carload was, 
and (b) compare the average for all carload traffic with the average for 
all L.C.L. traffic: 


CHAPTER XIX—Tariffs and Routing 


1. What is a joint through combination proportional class rate? 
A local joint rate? A local through rate? A local, joint, and proportional 
tariff? Ifa commodity moves from A to B on a local rate of 10 cents and 
from B to C on another local rate of 10 cents, what is the combination rate 
from A to C? The joint rate? (Be careful in your statement.) 

2. (a) What is the 6th class rate from Port Jervis, N. Y., to a station 
taking index number 409? (See Fig. 24a.) (b) What is the rate on pre- 
pared sizes of anthracite coal from the mines on the New York, Ontario 
and Western, to Inwood, N. Y.? (See Fig. 24b.) (c) What is the 2nd 
class rate from New Haven, Conn., to Bridgeport, Conn.? (See Figs. 
25a and 25b.) (d) What is the rate on mill cinder from Bridgeport, Conn., 
to New Haven? (See Fig. 26.) 

3. Ascertain from your local freight agent or other person having 
tariffs the rate on shoes (N.O.I.B.N.) from the chief source of supply 
to your town, and find out what you can about the way the rate is made 
and the kind of tariff that applies. 

4. The Interstate Commerce Commission has summed up its findings’ 
concerning routing in Conference Ruling No. 214 (Freight Traffic Red 
Book, 1923, page 220). Study this ruling carefully and outline its contents 
under the following heads: (1) rights of shipper, (2) rights of carrier 
(3) duties of shipper, (4) duties of carriet. 


5. Determine how many reasonably feasible routes there are between 
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your town and either Chicago or New York. Try to determine which is the 
best for a shipment of furniture, L.C.L., assuming the delivery point to 
be in the center of Manhattan, or in the center of the “Loop District” 
(if in Chicago). Would your choice differ if the shipment were a carload 
of fruit? 


CHAPTER XX—Chief Rate Territories and Traffic Associations 
CHAPTER XXI—Rate Structure in Official Classification Territory 


1. Draw a diagram showing how 1st and 5th class rates “taper,” under 
the C. F. A. rate structure, as distance increases. Plot distance on the 
horizontal scale and the rates on the vertical scale. 

2. Assuming rates in Zones A and B of C. F.A. Territory to be as given 
in the table on page 341, estimate the rate on 5th class goods from Chicago 
to Grand Rapids. (If you cannot ascertain the exact distance, estimate 
from the scale on any good map. Study the text carefully.) 

3. On an outline map enter the chief towns and railways in C.F.A. 
Territory, being sure to show all Ohio River Crossings and points men- 
tioned in the text. Also show such zones as are described. Draw red lines 
between the points mentioned in the section on “Effect of Intrastate Rates.” 

4. On an outline map enter all points (except Chelsea) mentioned in 
the section on Trunk Line Association T erritory, and the main lines of 
railways in that territory. Try to indicate by circles the various “rate 
groups” mentioned. 

5. If the 1st class rate from Chicago to New York is $1.42 per 100 
Ibs., what would be the charge for shipping 500 lbs. of lard in pails from 
Buffalo to Baltimore? (The shipment would take a Rule 25 rating [see 
page 278], and the Disque ‘Scale would apply [see page 279]. For the 
Baltimore differential see page 365.) 


CHAPTER XXII—The Chicago—New York Rate Structure 


I. Illustrate by diagram, with figures, how the MacGraham Scale led to 
violations of the long-and-short haul clause. 

2. Make a diagram to illustrate how a north-and-south line intersecting 
two Trunk Lines could play one off against the other and lead to rate 
cutting. Show by hypothetical rates how it would be necessary to have the 
transverse line lie in a single rate zone. 

3. Figure the 1st class rate to New York from each of the 14 percentage 
points listed on page 364; estimate or ascertain the distance from the point 
in each zone which is nearest a railway line between St. Louis and New 
York; figure the rate per 100 lbs. per mile to each point; plot the results, 
using a vertical scale of cents and a horizontal base scale of miles. Do 
you find a “tapering” mileage effect? 
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4. On the basis of the data in the text, determine 5th class rate from 
Detroit to Baltimore; from Peoria to Boston. Also figure the 2nd class 
rate from Philadelphia to Pittsburgh; from Boston to St. Louis. 

s. Figure the 1st class rate east and west between Albany, N. Y., and 
Detroit; the 1st class rate from Baltimore to Buffalo. 

6. Is the rate from Albany, N. Y., to Columbus, O., higher or lower 
than the rate from Columbus to Albany? Why does this situation, which 
is general between C. F. A. points and interior Trunk Line Territory 
points, exist? (Consider the kind of traffic moving in the two directions. ) 

7. Can you find any cities of any importance which appear to be dis- 
criminated against by placing them in the same zone with cities from which 
the distance to New York is greater? Show that any zoning system must 
result in discrimination, and discuss the question as to how wide a rate 
zone may be without unreasonable discrimination. 


CHAPTER XXIII—Southern Rate Structure 


1. On outline maps of the Southern States indicate roughly the approxi- 
mate areas occupied by the various Mississippi Valley rate groups men- 
tioned on pages 377 and 378. Also indicate the grouping of the Virginia 
Cities mentioned on page 385. Also draw a line showing approximately 
where “Southern differential territory” lies. Also show “S. E. territory 
south of the Walhalla Line.” Number each area and attach a brief state- 
ment indicating its significance. 

2. Draw a diagram to illustrate how the basing point system of rate 
making means lower rates to the basing points than to other destination 
points nearer the point of destination. 

3. On the basis of the text ascertain: (a) the 1st class rate from Rich- 
mond, Va., to Baton Rouge, La.; (b) the 6th class all rail rate from 
Boston to Columbus, Miss.; (c) estimate the 1st class all rail rate from 
Pittsburgh to Atlanta via Richmond, Va. (See Chapter XXII on Chi- 
cago-New York Rate Structure, and pages 382-384 in Chapter XXIII. 
Figure the rate as a “combination” on Richmond.) 

4. Explain how “blanketing” the rates from the East to destinations in 
the South avoids departure from the long-and-short haul principle (see 
page 375). 

5. Explain why the Ohio River Crossing cities object to the proposed 
readjustment of Southern rates. 


CHAPTER XXIV—The Transcontinental Rate Structure 


1. How important has been the effect of the Panama Canal on the 
freight of the Transcontinental railways? (Look up the cargo tons going 
through the canal in U. S. ships in recent years [see Statistical Abstract] 
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and compare the figures with the tons of freight hauled by the Union 
Pacific in the same years [see Statistics of Railways in the U. S.]) 

2. On an outline map of the United States indicate roughly the terri- 
tory that may be designated as (a) Pacific Coast territory, (b) Inter- 
mountain territory, (c) Missouri River territory, (d) Middlewest, (ec) 
Atlantic coast and eastern interior points. (The areas shown in Fig. 31 
will help. See also Fig. 27.) 

3. In using the class rates shown in the table on page 405, how can 
the carriers avoid violating the long-and-short haul clause when the sum 
of a local rate from a point near the western boundary of a group to a point 
near the eastern boundary of the next group west plus the rate from the 
latter point to the coast, is less than the through rate from the former 
point to the coast? . 

4. What seems to determine the western boundary of groups A and K? 
(See pages 135, 373-376.) The eastern boundary of groups G and H? 
(Study Figs. 18 and 27.) 

5. What reasons can you give for the relatively sharp drop in the rates 
as between group F and groups G and H? 

6. Why did the Commission give the “relief” from the long-and-short 
haul clause which is mentioned on page 402 and no more? 


CHAPTER XXV—Export and Import Rates 


I. (@) Make a list in the order of size of the 10 chief U. S. ports on 
the basis of the cargo tons of ships of over 500 tons engaged in foreign 
trade. Use.figures from the latest Statistical Abstract of the U. S. (b) 
_List them in their order of importance as import points; as export points; 
and explain difference. 

2. On an outline map of the U. S. indicate the location of the 10 chief 
ports, and draw a line from each one to Chicago. Along these lines write 
the names of the railway or railways which most nearly coincide. 

3. Ascertain and report on the quantities of grain received at various 
ports, during the last 10 years, and the percentage going to New York. 
(See Statistical Abstract of the U. S.) 

4. How much lower is the rate on grain from Chicago to New York by 
lake and rail than all rail? What percentages are these rates of the total 
rate from Chicago to Liverpool? (See Statistical Abstract under “F reight 
Rates’’.) 

5. Compare the export and import all-rail differentials on grain with 
the eastbound and westbound domestic differentials (pages 365 and 415, 
424), and list all differences between the two. How do you explain these 
differences ? 

6. What is the economic justification for specially low export and im- 
port freight rates? 
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7. Make a general statement of what is meant by the principle of 
“equalizing” rates, and discuss its advantages and limitations, 

8. Is it a sound principle to make widely “blanketed” export and import 
rates? 

9. (a) Which is the better way to aid manufacturers in developing 
export business, to give them an export bounty, or to give them low 
export freight rates? (b) Is it better to protect domestic producers by a 
tariff or by high freight rates on competitive foreign products? 

10. About the middle of 1923 the ocean rates to Europe and Africa 
from South Atlantic ports were 7.5 cents higher than from North Atlantic 
ports, and 15 cents higher from Gulf ports. What effect should this have 
on export and import rail rates? How does your conclusion fit in with the 
description of the rates given in the text? 

11. “The maximum difference in the distances from the West to New 
York, Philadelphia, and Baltimore is about 61 miles. The New York 
Central and the Pennsylvania join in rates from Cleveland to New 
Orleans which are the same as those to Boston, although Boston is 400 
miles nearer to Cleveland. Therefore, the granting of the present differ- 
entials to Philadelphia and Baltimore is unreasonable.” Discuss this 
argument. 


CHAPTER XXVI—The Shipping of Freight 


1. May a carrier’s tariff provide a higher rate for a shipment not made 
under the uniform bill of lading? Why? What protection does the Inter- 
state Commerce Commission insure to the shipper in this. connection? 
(See Freight Traffic Red Book, index “Bills of Lading” and L.C.C. Con- 
ference Ruling No. 160.) 

2. If an order bill of lading endorsed by the consignee is lost or stolen, 
can an-innocent purchaser take title to the goods against the owner? Is 
it negotiable? How does it compare with a promissory note in this respect? 

3. Discuss the various topics taken up in Chapter XXVI with some 
shipper in your city and report his experience. What one of the points 
does he consider most important? 

4. Discuss the justice of the rule making the shipper responsible for 
inspecting cars and for cleaning or minor repairs. 

5. What is the purpose of the stenciled weight of a car in so far as 
shippers are concerned? Can the stenciled weight be exactly equal to the 
actual tare weight of the car at all times? 

6. Should “tolerance” allowances be used by carriers to modify their 
liability in claims for loss, eg., by reducing the quantity of a shortage 
in weight? 

7. Make short lists of (a) goods which wo 
under “weight agreements” 
such agreements. 


uld be suitable for shipping 
and (b) goods which would not be suitable for 
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8. Prepare a short statement illustrating in a more detailed way each 
of the five advantages of grouping L.C.L. shipments according to a loading 
guide as described on page 453. 


CHAPTER XXVII—Reconsignment and In-Transit Privileges 


1. In Conference Ruling No. 72, the Interstate Commerce Commission 
discusses the reconsignment privilege. Read the ruling and briefly discuss 
it, stating what is apparently the chief advantage of the privilege to the 
shipper, and what appears to be the chief danger of abuse. 

2. If a carload shipment is ordered to be reconsigned at some point 
intermediate to the original billed destination, but the carrier fails to effect 
the reconsignment, (a) under what circumstances is the carrier liable, and 
(b) the shipper? What different items of loss may result from failure to 
divert a shipment? 

3. If several L.C.L. shipments billed to several consignees at different 
points are shipped by a single consignor in a single car which they fill; 
and if, after the execution of the bill of lading and the departure of the 
car, the shipper seeks to have the shipments diverted to a single inter- 
mediate destination for the purpose of securing a carload rate to that 
point,—the plan being to distribute the shipments on L.C.L. rates covering 
the remaining distances—would this arrangement be a legitimate application 
of the reconsignment privilege? Do the tariffs provide for reconsigning 
shipments of the kind described? Is a carload of L.C.L. freight from a 
single shipper a carload shipment? 

4. There is a joint through rate on steel plates from Coatesville, Pa., 
to Fullerton, Pa. and you desire to make a carload shipment from the 
former point to the latter. There is a temporary embargo at Fullerton, so 
you start the car and consign it to yourself at Allentown, an intermediate 
point. Shortly after arrival, the embargo is raised, and you reconsign the 
car to Fullerton. The railway charges are the sum of the local inter- 
mediate rates to and from Allentown plus $6.30 reconsignment charge. 
Is this correct? Would your answer be different if the car had been 
placed on a private siding for unloading at Allentown? 

5. A railway refuses to establish fabrication-in-transit rates on steel 
sheets for tanks, although having such rates on steel plates. Plates and 
sheets (over 16 gauge) are identical. (a) Is the refusal unreasonable in 
itself, and could the transit privilege be compelled on sheets of less than 
16 gauge (which are not identical with plates)? (b) May the refusal 
be unduly prejudicial to a:-tank manufacturer, and on that ground could 
it be condemned by the Interstate Commerce Commission? (See 63 I. C. C. 
363-366. ) 

6. (a) Are the concentration of cotton (of different grades and in un- 
compressed bales) and compressing it in transit commercially necessary? 
(6) Ié so, is it desirable that each compress should serve growers from all 
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directions within a reasonable radius? (¢) Does this necessarily mean some 
back-hauling? (d) Is a through transit rate justified in such cases? 
(e) Make a rough sketch showing approximate location of New Orleans 
and St. Louis, and 5 or 6 Mississippi towns at which cotton might be 
compressed; assume cotton is being compressed at these towns in transit 
to New Orleans and St. Louis. (f) Show by circles how you would adjust 
rate areas to insure the most economical transportation. (g) Would the 
establishment of limited areas around each transit point and the restriction 
of the transit privilege on back-haul movements to those areas, help? 
(h) Would a distance or mileage scale of rates within such areas on com- 
pressed cotton moving out of the transit points, improve the situation—the 
mileage rate to be part of the through combination rate which would be 
lower than the sum of the intermediate rates in and out of the transit 
points? (See 63 I. C. C. 89-92, for a case of this kind.) 


CHAPTER XXVIII—Demurrage and Storage 


1. What is the chief purpose of demurrage charges? Of storage 
charges (other than “track storage”)? Are these purposes identical in all 
respects? What do you conclude concerning the reasonableness of the rule 
that storage may be as great as the demurrage charge would have been 
had the shipment remained in the car? Would the storage charges of 
commercial warehouses necessarily be a test of reasonableness? 

2. With your plant being on an “industry track” which is full of cars, 
if you order a car which the carrier cannot spot, and the carrier’s agent 
gives you written notice of that fact on Saturday at noon, are you liable 
for demurrage? If so, exactly when would it begin to run? 

3. If you order a car placed on a public team track on Friday, and the 
car is so placed at 1 P. M. on that day, and you load and furnish forward- 
ing instructions by 1 P. M. on Tuesday, do you owe any demurrage? 
If so, how much? 

4. You have purchased a carload of lime, and it arrives Sunday at 8 
A. M., no delivery point being specified on the bill of lading. At 10 A. M. 
Monday the agent mails you an adequate notice which reaches you at 3:30 
that afternoon. You then give the carrier notice where to place, which 
it receives on Tuesday at 3:30, and it places the car at 6 P. M. Wednesday. 
If, now, a driving rain sets in which lasts until 6 P. M. Friday, with the 
result that you do not complete unloading till Tuesday afternoon, what 
demurrage do you have to pay? (Consider when “constructive placement” 
was made and how many days offset there are on account of carrier’s 
delay, etc.) 

5. If you are receiving frequent and regular carload shipments, and 
three cars are shipped on three successive days, and all three are later 
placed on your siding on the same day, how much free time do you have? 
If you unload and release one car in 24 hours, how much free time remains? 
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If you unload a second within 24 hours, and the third 3 days later at noon, 
do you‘have to pay any demurrage? 

6. If you have an average demurrage agreement, how much would you 
have saved in demurrage thereby in the following case: You receive six 
cars in September, three on the 2nd of the month, one each on the 4th, 
15th, and 18th. You release the three cars in 24 hours; the fourth car on 
the 4th; the fifth car on the 17th; and the last one on the 26th. (Consider 
rules concerning Sundays and holidays in making your calculations. ) 


CHAPTER XXIX—Terminal Traffic Facilities and Problems 


1. List the terminal facilities and services given by railways in your 
town, and make a map of the terminals. 

2. Are the railway terminals ever congested in your town? If so, at 
what season? At what hours in the day? 

3. What is most needed in your town to remedy congestion at ter- 
minals? 

4. From the Statistics of Railways in the U. S., try to determine what 
percentage of the railways’ operating expenses are incurred for terminal 
operations. 

5. Investigate and report as definitely as possible just how improved 
terminal conditions would relieve car shortage. 

6. What is the attitude of merchants and manufacturers in your town 
toward the feasibility of store-door delivery? Container cars? Their 
reasons? 


CHAPTER XXX—Freight Claims 


1. Find out from some dealer in clothing and one in furniture, what the 
chief causes of their loss and damage claims are, and what they do to 
minimize such claims. 

2. Define “Act of God” and list as many conditions which come under 
this head as you can. 

3. If a carrier were to have a train destroyed by reason of a bridge 
being washed out by a sudden cloudburst, who would be liable for the 
freight damage caused? 

4. Is it possible for a carrier to make a binding contract to free it of 
all liability for loss or damage due to its negligence? 

5. Is a provision in a bill of lading limiting the carrier’s liability to 
a certain sum per 100 lbs. binding? Under what circumstances? 

6. After an interstate common carrier has unloaded a shipment in good 
condition and in due time at its terminal at the destination point, what is 
its liability? Consider the matter in case the goods are lost or damaged 
before the consignee has been notified of arrival; whether the loss or 
damage is due to the carrier’s negligence. 
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7. State the reasons for requiring each one of the supporting documents 
in cases of concealed loss or damage. 
8. Why is it logical to settle claims on the basis of the value of goods 
at the destination rather than at the point of origin? 


CHAPTER XXXI—Public Relations and Regulation 


1. Just what difference, if any, would government ownership and opera- 
tion make in the nature of the 9 points listed on pages 524-525? Which 
point would be most affected? Which least? 

2. Look up all references given under “Interstate Commerce Com- 
mission” in the index and classify the activities and powers of the Com- 
mission as revealed thereby. 

3. Make a brief report on the recent activities of the Interstate Com- 
merce Commission, basing it on a study of the last annual report of the 
Commission. 

4. What powers has the State Commission which deals with railways 
in your state, and what are its chief activities at present? (See its recent 
reports. ) 

5. Look up the successive developments in the long-and-short haul 
plans of the Interstate Commerce Act and report on what you find. 

6. What do you think of the justice of the “recapture clause”? What 
do you think its economic consequences will be? Especially consider the 
statement made on page 542, that if net earnings are limited to a maxi- 
mum it will be necessary also to protect a minimum return. (Prepare a 
concise statement of your conclusions.) 


CHAPTER XXXII—Current Problems in Government Control 


1. (a) From some such source as the last Statistics of Railways in the 
U. S., or from current earnings reported in the Commercial and Financial 
Chronicle, or from the prices at which their stocks are selling, pick out a 
group of five or six railways that can be called “weak.” (b) Study the 
operating and traffic statistics of these lines together with their capitali- 
zation and fixed charges, to see if you can determine the causes of weak- 
ness. (c) Would consolidating these lines with any other lines remedy 
the situation in any case? 

2. Read what Dixon, Cunningham, and other writers listed in the biblog- 
raphy have to say about our government operation during the war, and 
state your conclusions concerning what light it throws on the policy of 
government ownership and operation of railways. 

3. Discuss the logic and practicability of limiting the activities of trade 
unions of railway laborers, and especially their right to strike. . 
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